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VALUE FOR TAXATION AND FOR RATE MAKING 


INTRODUCTION 

In this article the question will be considered whether value 
as defined by law for taxation and value as defined for rate mak- 
ing by Section 19a@ and Section 15a of the Interstate Commerce 
Act are one and the same thing. The discussion will take a wide 
range: business practice, economic doctrine, legislation, admin- 
istrative procedure, and court decisions will be reviewed. The 
question is of great practical significance, as will appear in the 
concluding section of this paper. 

Notwithstanding the statement made so long ago as the year 
1915, by one of the country’s leading economists,’ that “the 
opinions of real experts are now so nearly unanimous to the ef- 
fect that the two valuations must be distinguished” as to make 
serious discussion unnecessary, great confusion prevails. The 
question is important to the railways both from the standpoint 
of taxation and from that of rate making, and has become acute 
because of the controversies growing out of the valuation of the 
railways, now in its last stages, by the Interstate Commerce 
Commission. The vague and rambling discussions of the early 
years of the valuation activities of the Interstate Commerce 
Commission and its Bureau of Valuation have been succeeded 

*See T. S. Adams, “.aluation of Railway Property for Taxation,” Jour- 


nal of Political Economy, XXIII, 1. 
I 
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by sharp controversy, into which the federal courts have already 
been drawn, as to what the Interstate Commerce Commission 
was directed to find by Section 19a and Section 15a of the Inter- 
state Commerce Act. The stage is now so set, however, that the 
Supreme Court of the United States will shortly decide whether 
the Interstate Commerce Commission stands directed to find the 
value of the railroads as that term has always been understood in 
the business world and as defined by economists or stands di- 
rected to find a value of a different kind for the railroads for the 
special purposes of the Interstate Commerce Act. 

The state and federal courts, in a long line of cases growing 
out of the administration of the general property tax, have set 
up value with its customary significance as the tax base appli- 
cable alike to all kinds and classes of property. If the statement 
just made is correct, the problem here up for discussion has re- 
solved itself into the question whether the “value” the Inter- 
state Commerce Commission is directed to find by the amend- 
ments to the Interstate Commerce Act already referred to is 
value with the customary significance of that term. This is cate- 
gorically denied by the Interstate Commerce Commission and 
is challenged by many of the state public utility commissions. 
Among the railway attorneys in charge of valuation matters 
there is considerable difference of opinion, notwithstanding an 
outward appearance of concord. In the decisions of the state and 
lower federal courts there is much confusion and uncertainty, if 
not actual contradiction. The Supreme Court, although its deci- 
sions of late have moved steadily in the direction of setting up 
cost of reproduction at prevailing prices and wages as “value” 
for rate making, has not yet speken in terms beyond peradven- 
ture. Strange to say, the courts apparently have made little, if 
any, attempt in their decisions to harmonize or to differentiate 
value for taxation and value for rate making. 

The science of taxation is older than governmental railroad 
rate making. Fortunately the word “value” in taxation long 
since acquired a definite meaning, which, with even greater good 
fortune, is in complete accord with:the views of wayfaring and 
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business men and with the definitions and usage of economists. 
The meaning of the word “value” as commonly understood out- 
side the realm of governmental rate making will be set forth at 
some length, for by this procedure it should become less difficult 
to reach a decision as to whether value as used in the laws of the 
land for rate making is identical with value as used in the laws of 
the land for taxation. 


VALUE FOR TAXATION 


By the laws of our states the assessing officials are directed 
to assess property at its value, at its real value, at its actual val- 
ue, at its cash value, at its fair cash value, at its fair cash market 
value, at its true value in money, or at its value with qualifying 
words of similar import to those just given. In order that none 
need go astray, a guide or rule for the valuation of property for 
assessment was also set up. For more than fifty years assessors 
in Illinois have been explicitly directed by the Constitution and 
acts of the legislature regarding the discharge of their duties. 
The law’ has stated that “all personal property . . . . shall be 
valued at its fair cash value,” and that “real property shall be 
valued at its fair cash value, estimated at the price it would bring 
at a fair voluntary sale.” The constitution of the state of Okla- 
homa declares that “all property which may be taxed ad val- 
orem shall be assessed for taxation at its fair cash value, esti- 
mated at the price it would bring at a fair voluntary sale.” Mr. 
Cornelius Roach, first chairman of the Missouri State Tax Com- 
mission, in notable language summarized the instructions of the 
Tax Commission to the local assessing officials of Missouri in 
saying: 

There is nothing uncertain about the meaning of “actual cash value,” 
“its value,” “its true value in money,” or the method of determining it. It 
is not necessarily what was originally paid for the property, or what it 
would now cost to reproduce, or what it would sell for in some other locality, 


or at forced or auction sale, or in the aggregate with other properties in the 
community; it is not necessarily to be determined from the income it pro- 


? See Article IX, Section 1, of state constitution and an Act for the Assess- 
ment of Property, etc., approved March 30, 1872, in force July 1, 1872. 
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duces, or the pleasure it gives its owner, or the price he may demand for it; 
it is the usual and customary selling price at private sale under normal con- 
ditions, when a ready, willing, and able seller deals with a ready, willing, 
and able buyer in the community where the property is located at assess- 
ment time.® 


Shortly after the passage of the Illinois law of 1872 above 
referred to, which also provided for the assessment of the capi- 
tal stock including the franchises of railroads at their “fair cash 
value,” the state Board of Equalization valued the railways of 
the state for the purpose of the capital stock or franchise tax by 
first obtaining the value of the tangible and intangible property 
combined. This was done by the process which has since become 
known as the stock-and-bond method. The use of this method 
and the results obtained were challenged by several railroads, 
and the issue thus raised was fought out in both the state and the 
federal courts. The mode of valuation adopted by the Board of 
Equalization was upheld by the Supreme Court of Illinois. In 
approving the method the Court said: “It has always been sup- 
posed that a fair test of the value of an article is what it will sell 
for, and we are unable to perceive how a more accurate test of 
value can be ascertained.‘ 

Other railways challenged the action of the Illinois Board of 
Equalization in the federal courts. They were successful in the 
circuit court for the northern district of Illinois. Appeals were 
taken by the state to the Supreme Court of the United States. 
This Court, in a long decision, speaking by Mr. Justice Miller, 
reversed the decrees and remanded the cases to the circuit court 
with directions to dissolve the injunctions that had been granted 
the railroads, and to dismiss the bills. To find the “fair cash 
value” of the railways, the Illinois State Board of Equalization 
assumed that the market value of their stocks and bonds was 
their “fair cash value.” This assumption and the procedure based 
on it was approved by the Supreme Court in the oft-quoted 
language which follows: 

It is therefore obvious, that, when you have ascertained the current 
cash value of the whole funded debt, and the current cash value of the en- 

* First Biennial Report, Missouri State Tax Commission, p. 94. 

* Porter v. R.RI. & St.L. R.R. Co., 76 Ill., 565, 589. 
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tire number of shares, you have, by the action of those who above all others 
can best estimate it, ascertained the true value of the road, all its property, 
its capital stock, and its franchises; for these are all represented by the 
value of its bonded debt and of the shares of its capital stock.® 


In the case of Cummings v. National Bank, which was ap- 
pealed from the circuit court of the northern district of Ohio, in 
a decision handed down at the October, 1879, term of the Su- 
preme Court of the United States, Mr. Justice Miller, speaking 
for the Court, said: 

It will be seen also that the Constitution requires all property to be 
taxed “according to its true value in money.” It is said that the various 
statutes for assessing the taxes are all based upon this principle of valuation, 
and a statute of May, 1868, is cited in the brief as enacting that all property 
of every description within the state shall be entered for taxation at its true 
money value. 


It was held by the Court® that inasmuch as the assessed val- 
ue was equal to the selling price of the shares of the bank, the 
assessed value was equal to their true value in money, as con- 
tended by the bank, and relief was granted because of the under- 
assessment of other property. 

In Western Union Telegraph Company v. Taggart,’ which 
was handed down in May, 1896, the Supreme Court, speaking 
by Mr. Justice Gray, said that by the Indiana statute of March 
6, 1891, the state board of tax commissioners was required to ap- 
praise and assess all property at its true cash value as defined by 
this act. The stock-and-bond method was again approved. The 
court said, “The stock and the indebtedness represents the prop- 
erty,” as declared by Mr. Justice Miller in the State Railroad 
Tax Cases, in the paragraph quoted on page 4. 

On April 27, 1893, the general assembly of Ohio passed an 
act, commonly styled the Nichols law, which was amended by 
further legislation of May 10, 1894. That law created a state 
board of appraisers and assessors which was charged with the 
duty of assessing the property in Ohio of telegraph, telephone, 
and express companies for the purposes of the general property 
tax. The law provided that “in determining the value of the 


° State Railroad Tax Cases, 92 US. 575, 605. 
* ror US. 153, 158, 161. * 163 US. 1, 20, 21. 
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property of said companies . . . . said board shall be guided by 
the value of said property as determined by the value of the en- 
tire capital stock of said companies, and such other evidence and 
rules as will enable said board to arrive at the true value in 
money of the entire property of the said companies within the 
state of Ohio.”* 

The assessments under this act were contested by the ex- 
press companies in the state and federal courts. The circuit 
court of appeals of the sixth circuit, on April 23, 1894, held® the 
Nichols law to be invalid under the constitution of Ohio. On the 
first of May, following, the Supreme Court of Ohio decided the 
Nichols law was constitutional and valid.*® The circuit court 
now reversed its ruling and accepted the decision of the Supreme 
Court of the state, and a further opinion was filed holding that 
the assessments were valid.” 

When the cases reached the Supreme Court of the United 
States, each of the companies, in its bill,’* alleged that the mar- 
ket price of the company’s shares did not “afford any fair, rea- 
sonable, or just method of estimating the value of its property or 
fixing the basis of value for the purpose of taxation, because the 
market price is speculative and variable, depending upon finan- 
cial conditions, not at all connected with this company, its busi- 
ness, or its property.” 

Mr. Chief Justice Fuller, in delivering the opinion of the 
Court upholding the validity of the assessments, said it was as- 
sumed that the assessments complained of were made in pursu- 
ance of the definite rule or principle of appraisement recognized 
and established by the Nichols law, as construed by the Supreme 
Court of Ohio. And later, in justifying the assessment, he said, 
quoting with approval the language of the Supreme Court of 
Ohio: 

The property of a corporation may be regarded in the aggregate as a 
unit, an entirety, as a plant designed for a specific object; and its value may 
be estimated not in parts, but taken as a whole. If the market value—per- 

* For law, see 165 U.S. 195, 196. 

*For history of cases, see 165 U.S. 199. ™ 64 Fed. 9. 

* State v. Jones, 51 Ohio 492. * 165 US. 203. 
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haps the closest approximation to the true value in money—of the corpor- 
ate property as a whole were inquired into, the market value of the capital 
stock would become a controlling factor in fixing the value of the property. 
Should all the stockholders unite to sell the corporate plant as an entirety, 
they would not be inclined to sell it for less than the market value of the 
aggregate shares of the capital stock.*® 


Application for leave to file petitions for rehearing of the 
several cases decided February 1, 1897, under the title of Adams 
Express Company v. Ohio State Auditor, and the express com- 
pany cases that went up from Indiana decided at the same time 
(165 U.S. 255) led to further consideration of questions raised 
in these cases. 

In considering the petitions, which were denied, the Supreme 
Court further explained and clarified its views. Mr. Justice 
Brewer, in delivering the opinion of the Court, declared: 


It is a cardinal rule which should never be forgotten that whatever 
property is worth for purpose of income and sale it is worth for purposes of 
taxation. 


and, 

The value which property bears in the market, the amount for which 
its stock can be bought and sold, is the real value. Business men do not pay 
cash for property in moonshine or dreamland. 


and finally, 

In conclusion, let us say that this is eminently a practical age; that 
courts must recognize things as they are and as possessing a value which is 
accorded to them in the markets of the world.** 


In the case of San Francisco National Bank v. Dodge, de- 
cided February 27, 1905, there is another explicit declaration by 
the Supreme Court of the United States that value for taxation 
purposes means selling or market value. In delivering the opin- 
ion of the Court in this case, Mr. Justice White said: 

Under the law [of California] the shares of national banks must be 
valued at their “full cash value,” which the statute defines to mean the 
amount at which they “would be taken for a just debt due from a solvent 
debtor.” These words are but synonymous with the requirement that in as- 


* 165 US. 224. 
* 166 US. 185, 220, 222, 225. 
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sessing shares of stock their market value must be the criterion. This is the 
case, for, eliminating exceptional and extraordinary conditions, giving an ab- 
normal value for the moment to stock, it is apparent that the general mar- 
ket vaiue of stock is its true cash and selling value. That such is the mean- 
ing of the words in the legislation of California is indisputable, in view of 
the provision of section 3640 of the Political Code, which made market 
value the rule for assessing shares of stock during the period when the taxa- 
tion of shares of stock generally prevailed, and that such requirement was 
mandatory was in effect held by the Supreme Court of California (Miller v. 
Heilbron, 58 California, 133, 138).1° 


On May 28, 1926, the United States Circuit Court of Ap- 
peals for the Eighth Circuit in the case of C. & N.W. Ry. Co. v. 
Eveland et al., Tax Commission of South Dakota (13 Federal 
Second, 442) handed down an opinion of far reaching impor- 
tance in the field of taxation. The Court speaking by Circuit 
Judge Sanborn declared: 

The assessment should have been the fair value of the property of the 
plaintiff in South Dakota, used and usable for the operation of its railroad 
lines in that state. In determining the value of the property of a railway 
company for the purposes of taxation, several classes of evidence are ad- 
missable; but the net earnings of the property and the market value of its 
stocks and bonds for a reasonable period antecedent to the making of the 
assessment constitute the most reliable and influential evidence of that 
value. 


The Court commented on the cost-of-reproduction-new and 
the cost-of-reproduction-less-depreciation statements submitted 
in behalf of the state as follows: 


But these valuations were not for the purposes of taxation, wherein 
use for railroad purposes and market value of stocks and bonds are chief 
factors, but for rate-making purposes, wherein a very different basis for 
valuation prevails. 

Second. According to the report of the Board of Railroad Commis- 
sioners of South Dakota the plaintiff carried on its books the cost of its 
physical properties in South Dakota at over $52,467,000. But this was cost, 
not value. 

Third. The engineers of the Interstate Commerce Commission esti- 
mated the value of the plaintiff’s property in South Dakota in 1922, based 
on prices and cost of construction in 1914, at about $35,500,000, and the 


* 197 US. 70, 79. 
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plaintiff claimed $6,651,000 more. But those valuations were based on 
prices and costs—not on value for taxation or sale. 

In determining the value of the property of a railway Company “used 
in and employed about and incidental to the actual and necessary operation 
and maintenance of such railroads and branches thereof” (Revised Code of 
South Dakota, 6600) many classes of evidence are competent, but (1) the 
value of the use of such property in the operation of its railroads and its 
net revenue from such use, and (2) the current market value of its stocks 
and bonds are among the most persuasive and authoritative—far more so 
than the cost of the property or the cost of its reproduction new in cases in 
which the property is in operation and has been for many years. 


With the creation, in the years of granger legislation, of state 
boards of assessment and equalization, assessments were made, 
particularly of corporation property, in excess of the cost of con- 
struction or the cost of reproduction. In the long line of deci- 
sions, from the most important of which quotations have been 
presented, the courts upheld the boards in the view that the mar- 
ket value of a railroad, telegraph, express, or bridge company 
might exceed its cost. Recently several significant decisions have 
been delivered by state supreme courts recognizing the element 
of depreciation and holding that market value may be less than 
cost of construction or cost of reproduction. 

For half a century or more the law of Wisconsin has provid- 
ed that “real property shall be valued by the assessor . . . . at 
the full value which could ordinarily be obtained therefore at 
private sale.” The Northwestern Mutual Life Insurance Com- 
pany contended that the assessor had not followed the statutory 
rule in assessing its general office building in Milwaukee for 
1921, but had instead been largely influenced by the cost of con- 
struction and cost of reproduction. It sought and found relief 
in the courts. In deciding the case the Supreme Court of Wis- 
consin said, speaking of the rule set up in the law to guide the 
assessors : 


That it is the best test that can possibly be devised we have no doubt. 
As to the great mass of taxable real estate it furnishes the only fair and safe 
touchstone, one that extrinsic facts, actual sales of like or similar property, 
can conclusively establish; thus in as large a measure as possible eliminating 
the mere judgment of the assessor, and enabling an owner or the assessor, 





10 GEORGE G. TUNELL 


as the case may be, to prove the valuation by facts which he has had no part 
in establishing or shaping and which do not lie solely in any man’s judg- 
ment.'® 

In a Mississippi case decided October 9, 1922, the Supreme 
Court of that state looked below the surface and held* that it 
was the duty of the tax assessor to assess the shares of the cap- 
ital stock of a bank at their true value under Section 112 of the © 
state constitution, and that the aggregate market value of the 
shares of the stock was better evidence of their value than the 
amount of the capital stock, undivided profits, and surplus as 
carried on the books of the bank but which had suffered impair- 
ment and had to an appreciable extent become fictitious. 

The Potlatch Timber Company appealed to the Supreme 
Court of Minnesota for relief from an assessment for 1920 of 
real property owned by it in St. Paul consisting of two lots and 
a five-story building which was erected in 1899. The company 
held that because of changed conditions the assessment was ex- 
cessive. The law provided that “all property shall be assessed 
at its true and full value in money,” and further, that “ “True and 
full value’ shall mean the usual selling price at the place where 
the property to which the term is applied shall be at the time 
of assessment.” The court granted relief and said: 


In arriving at a conclusion as to the price he will pay for a piece of 
property, a purchaser is not greatly interested in the original cost of the 
buiiding or in the cost of replacing it, or in its insurable value. The present 
selling price of similar buildings in the same locality is the criterion of value 
in the eyes of a purchaser, and not the intrinsic worth of the building to the 
owner or occupant. In short, the test is: What will the property bring if 
offered for sale to a buyer desirous of purchasing property of the same gen- 
eral character in the same locality?*® 

The constitution of Virginia provides that “all assessments 
of real estate and tangible personal property shall be at their fair 
market value.” Under this rule the Supreme Court of Virginia, 
in a decision handed down November 12, 1925, approved’® the 

* State ex rel Northwestern Mutual Life Insurance Company v. Weiher et 
al., 188 N.W. 598. 

* Bank of Commerce v. Adams County, 93 So. 442. 


“In re Potlatch Timber Company, 199 N.W. 968. 
* Commonwealth v. Columbian Paper Company, 130 S.E. 421. 
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action of the trial court in holding that “a fair deduction should 
be allowed for depreciation and deterioration” from the original 
purchase price. 

In two decisions recently handed down by the supreme 
courts of Rhode Island and Illinois relief was granted to com- 
plaining property owners by the enforcement of the rule that 
property does not have a value for taxation greater than it will 
sell for. In both cases the excessive assessments complained of 
appear to have grown out of a failure on the part of the assessor 
to adjust their assessments to changed conditions. The Rhode 
Island case came up from the city of Newport, where there had 
apparently been great depreciation in the value of summer resi- 
dential properties. The Illinois case involved Chicago property 
on South Clark Street, where values were greatly affected by the 
fact that the buildings had come to be occupied by Chinese busi- 
ness men and by cheap lodging-houses. 

In the Rhode Island case the court upheld the statutory re- 
quirement for the assessment of property in clear and strong 
language. It said: 

We have examined the large number of exceptions taken by the re- 
spondents to rulings regarding the admission and rejection of evidence at 
the trial. The most important of those are based upon the rulings of the 
justice that the statutory requirement that the tax assessors shall assess a 
tax upon the full and fair cash value of ratable estate makes the standard 
of assessment the fair market value of said estate. This determination of 
the justice was proper. The standard of value for the purpose of taxation is 
the price which the property would probably bring in a transaction in a fair 
market between a willing seller and a willing purchaser. 

Many elements are factors in influencing market value, and these are 
necessarily considered by one contemplating a purchase, or by experts called 
upon to give their opinion, based upon experience, as to market value. The 
standard, however, always is fair market value.?° 


In the Illinois case the court also reaffirmed the rule set up 
in law for the determination of fair cash value and rebuked the 
board of review for its arbitrary disregard of the circumstances 
the court held should have been taken into consideration in fix- 
ing the assessment. The court in granting relief said: 


” Aspegren v. Tax Assessors of City of Newport, 125 Atl. 213. 
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An assessing body has the right, and it is its duty, to exercise its own 
judgment in determining values, but it has no right to fix a valuation by its 
will, alone, without the exercise of judgment. Even if this overvaluation, 
great as it is, might not alone be evidence of fraud sufficient to impeach the 
assessment, the other circumstances appearing in evidence, that the board 
refused to consider sales of property in determining the value, and stated 
that it did not consider them material in the case, is evidence of an intention . 
to fix the value arbitrarily, without the exercise of judgment as to circum- 
stances that ought to have been taken into consideratien.** 


The basis set up in the laws of the land for the assessment of 
property for taxation and the interpretation of the laws by offi- 
cials called upon to administer them and by the courts have now 
been presented. It has been seen that the term value as defined 
in tax laws means the price property sold for or would have sold 
for on assessment day at a fair voluntary sale, and that where 
this rule was not followed by assessors it was enforced by the 
courts. It has also been seen that in the case of railroads and 
other public utilities the courts not only sustained but approved 
numerous assessments which were made by state boards on the 
assumption that the unit values for taxation of such properties 
were represented by the market values of their stocks and bonds. 

Perhaps it has already occurred to the reader that there is 
nothing unusual or special about the definition of value as form- 
ulated in tax laws, and such is the case. This is true because the 
definition of value set up in tax laws is interwoven in the busi- 
ness transactions of mankind from time immemorial. The way- 
faring man says a thing is worth what it will bring; the econo- 
mist defines value as power in exchange, and more concretely as 
a price which has been or which can be actually obtained. Value 
as an economic term is likewise defined by the dictionaries. In 
Brooks-Scanlon Corporation v. United States, decided May 12, 
1924, which was a suit brought to determine the value of a con- 

tract with a shipbuilder for a vessel in process of construction 
_ expropriated by orders of the Emergency Fleet Corporation, the 
Supreme Court of the United States held: 

It is the sum which, considering all the circumstances—uncertainties of 
the war and the rest—probably could have been obtained for an assignment 

™ People v. Stewart, 145 N.E. 600, 602. 
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of the contract and claimant’s rights thereunder; that is, the sum that would 
in all probability result from fair negotiations between an owner who is will- 
ing to sell and a purchaser who desires to buy.?? 


It has now been seen that the word “value” as used in taxa- 
tion means market value, and that market value is determined 
in the market place and is thus to be sought where men buy and 
sell; and further, that this is the sense that value always has had 
in the business world. 

The word “value” as used by economists has long had a very 
definite, limited, and clear-cut meaning, and unless qualified al- 
ways has that meaning when employed by them. On the very first 
page of his book on Leading Principles of Political Economy, 
J. E. Cairnes, emeritus professor of political economy in Uni- 
versity College, London, one of the great authorities on economic 
theory, said: ‘The sense proper to value in economic discussion 
may, I think, be said to be universally agreed upon by econo- 
mists, and I may therefore at once define it as expressing the ra- 
tio in which commodities in open market are exchanged against 
each other.” 

A quotation in greater length from Principles of Economics, 
by Alfred Marshall, professor of political economy in the Uni- 
versity of Cambridge, will also be submitted. On page 8 he says: 

There is another word of which some account should be given here; 
because it will often occur in this Preliminary Survey; and confusion might 
arise from the want of a proper distinction between the different senses in 
which it is commonly used. 

The word “value,” says Adam Smith, “has two different meanings, and 
sometimes expresses the utility of some particular object and sometimes the 
power of purchasing other goods which the possession of that object con- 
veys. The one may be called value in use; the other, value in exchange.” 
In the place of “value in use” we now speak of “utility”; while instead of 
“value in exchange,” we often say “exchange-value,” or simply “value.” 
“Value” by itself always means value in exchange. 

The value, that is, the exchange value, of one thing in terms of an- 
other at any place and time is the amount of that second thing which can 
be got there and then in exchange for the first. Thus the term “value” 
is relative, and expresses the relation between two things at a particular 
place and time. 


* 265 US. 106, 123. 
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Civilized countries generally adopt gold or silver or both as money. 
Instead of expressing the values of lead and tin, and wood, and corn, and 
other things in terms of one another, we express them in terms of money in 
the first instance, and call the value of each thing thus expressed its price. 


Marshall rightly emphasizes the importance of place and 
time, and by so doing fixes attention on the fact that value is not 
permanent and unvarying. The price of wheat in London gener- 
ally differs materially from the price in North Dakota, and the 
price of one day may differ materially from its predecessor or its 
successor. Value, in the very nature of things, is in constant flux. 
Value does not inhere in things, but is the result of the bargain- 
ings of buyers and sellers. It is nothing more than the agreed 
price of closed transactions. Value is not intrinsic. If value in- 
hered in things, there would be no change of value except as 
things changed. Successful business men are acutely alive to the 
fact that place and time are of utmost importance. Judge Coch- 
ran, in Louisville & Nashville Railroad Company v. Bosworth, 
very truly said: “But in case of real estate which has been sold 
at a fair voluntary sale, the test of what it will sell for is no long- 
er needed. The price at which it actually sold fixes its fair cash 
value, in the absence at least of any exceptional circumstances.””* 

Value by definition is power in exchange. It is concretely ex- 
pressed in a closed bargain, but may take new expression with 
each new sale. Of the past it is thus possible to speak with cer- 
tainty, but what the morrow will bring forth no man knows. 
Without sales there can be only guesses, conjectures, or estimates 
of value depending on the character of the data available for es- 
timating the price obtainable. The fundamental considerations 
of the nature of value are often imperfectly comprehended or are 
overlooked or disregarded. Sometimes entirely novel definitions 
are set up. No question of morality or justice has a logical place 
in the discussion of value. What the property ought to sell for 
because of the labor and money expended in its production or be- 
cause of its utility is beside the mark. The assessor’s only con- 
cern under the law is to determine the price the property he is 
assessing did sell for or would sell for at a fair voluntary sale. 
The law lays upon him but one command. His sole duty is to de- 


™ 230 Fed. 191, 222. 
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termine the price for which property was sold or for which, in his 
judgment based on all relevant facts,” it could have been sold at 
assessment time. Did Amendment 1gq@ direct the Interstate 
Commerce Commission to go forth and find the prices which had 
been, or which actually could be, obtained for the railroads of 
the land at a fair voluntary sale? 

The main purpose of this article is to present the interpreta- 
tions of the Valuation act made by the valuation attorneys of the 
railways and by the Interstate Commerce Commission and then 
show how the railway burden of taxation would be affected 
should valuations found for rate-making purposes in accordance 
with their several views be adopted for taxation purposes. It 
will appear that the attorneys for the railways were in agreement 
that the same property cannot have two or more different values 
at one time, and that value for the purpose of rate making is val- 
ue in its fullest and broadest sense, but were not in agreement as 
to how value should be defined or as to how it should be ascer- 
tained. It will also appear that the Commission held the view 
that property has different values for different purposes, and 
that in the nature of things the term “value,” as used in the Val- 
uation act, could not mean market value, but must mean some- 
thing suitable and proper for rate-making purposes. That Con- 
gress did not have power by statutory definition and declaration 
to segregate value for rate making and did not intend to make 
such segregation in the passage of the Valuation act inheres in 
the position of the attorneys of the railways. The Commission 
contended that such power existed and must be assumed to have 
been embodied in the Valuation act, for otherwise the Commis- 
sion would have been directed by Congress to perform a futile 
work. That there was room for difference of opinion will become 
apparent. 


“For all railroads having more than a scrap value Mr. Justice Brewer, in 
delivering the opinion of the Supreme Court of the United States in the tax case 
of C.C.C.& St.L. Ry. Co. v. Backus (154 U.S. 439, 445) embraced all the rele- 
vant facts in the declaration, “ . . . . the value of property results from the use 
to which it is put and varies with the profitableness of that use, present and pros- 
pective, actual and anticipated. There is no pecuniary value outside of that which 
results from such use.” Other facts are of concern only as they affect and are 
expressed by earnings present and prospective. 
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In response to demands coming from several different 
sources, Congress, in the exercise of its power to regulate com- 
merce among the several states, passed the act of March 1, 1913, 
which authorized and required the Interstate Commerce Com- 
mission to find and report the value of the property of all rail- 
way companies engaged in interstate commerce. For mcre than 
a decade before the adoption of the valuation amendment the 
Commission had recommended that a federal appraisal be au- 
thorized. 

By Section 19a, as amended, Congress ordered: 

That the Commission, shall, as hereinafter provided, investigate, as- 
certain, and report the value of all property owned or used by every com- 
mon carrier subject to the provisions of this Act The Commission 
shall make an inventory which shall list the property of every common car- 
rier subject to the provisions of this Act in detail, and show the value there- 
of as hereinafter provided, ... . 

In such investigation said Commission shall ascertain and report in de- 
tail as to each piece of property, other than land, owned or used by said 
common carrier for its purposes as a common carrier, the original cost to 
date, the cost of reproduction new, the cost of reproduction less deprecia- 
tion, and an analysis of the methods by which these several costs are ob- 
tained, and the reason for their differences, if any. The Commission shall 
in like manner ascertain and report separately other values and elements of 
value, if any, of the property of such common carrier, and an analysis of the 
methods of valuation employed, and of the reasons for any differences be- 
tween any such value, and each of the foregoing cost values. 

A preliminary finding is designated in 19¢@ as a “tentative 
valuation,” and ultimate findings are designated “final valua- 
tions” and “final value.” It is declared in Section 19@ that “all 
final valuations by the Commission . . . . shall be prima facie 
evidence of the value of the property in all proceedings under the 
act to regulate commerce as of the date of the fixing thereof.” 
This announcement is important. It declares the use to be made 
of the results of the Commission’s labors, and because of the 
vagueness of other parts of the amendment, carries greater sig- 
nificance than would otherwise be the case. 

By the provisions of 19a, commonly called the valuation 
amendment, the Commission is directed to ascertain and report: 
(1) original cost to date, (2) cost of reproduction new, (3) cost 
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of reproduction less depreciation, (4) other values if any, (5) 
other elements of value if any, and (6) reasons explaining why 
any “value” found under 4 and 5 differs from the “cost values” 
found under 1, 2, and 3. 

The unsatisfactory character of the instructions given the 
Commission is not dissipated, but, on the contrary, becomes 
more apparent by close reading of the amendment. The amend- 
ment directs the Commission to report three cost findings, name- 
ly, original cost, cost of reproduction new, and cost of reproduc- 
tion less depreciation. The amendment then directs the Com- 
mission, unmindful that only cost findings have been provided 
for, “in like manner” to ascertain and report other values and 
elements of value if there be any, but gives not even a hint as 
to what these values and elements of value may be. This omis- 
sion was bad enough, but is doubly important because of the 
utter failure of the amendment to set up a rule or even to indi- 
cate how the various incongruous findings should be combined 
to make a “final value” or “final valuations.” For the reasons 
just given and for others it should be easy to understand how 
Mr. Charles A. Prouty, although an ardent advocate of the “val- 
uation” of railroads, should, in irritation and disgust, have ex- 
claimed he “would rather undertake to recite the Chinese alpha- 
bet backward than to read the Valuation act, because it does not 
mean anything after you have read it.” The indefiniteness of 
the language of Section 192 is in striking contrast to the explicit 
instructions set out in the state laws providing for the valuation 
of railways and other property for taxation. There is no defini- 
tion of value in 19a, and, such being the case, no rule was given 
or could be given for reaching the undefined goal. The Interstate 
Commerce Commission was left by Congress to work out its own 
salvation. It is to be noted that there is no instruction to the 
Commission to ascertain the fair cash value of the railroads as 
the term is defined for taxation purposes. 

By Section 15a, which was added to the Interstate Com- 
merce Act February 28, 1920, Congress directed the Commis- 
sion to initiate, modify, establish, or adjust rates so that they 
would yield a fair return upon the “aggregate value” of railway 
property, and then further directed that: 
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4. For the purposes of this section, such aggregate value of the prop- 
erty of the carriers shall be determined by the Commission from time to 
time and as often as may be necessary. The Commission may utilize the re- 
sults of its investigation under section 19a of this Act in so far as deemed 
by it available, and shall give due consideration to all the elements of value 
recognized by the law of the land for rate-making purposes, and shall give 
to the property investment account of the carriers only that consideration 
which under such law it is entitled to in establishing values for rate-making 
purposes. Whenever pursuant to section 19a of this Act the value of the 
railway property of any carrier held for and used in the service of trans- 
portation has been finally ascertained, the value so ascertained shall be 
deemed by the Commission to be the value thereof for the purpose of deter- 
mining such aggregate value. 


By this paragraph a final value, found pursuant to Section 
19a, ipso facto becomes the “aggregate value” for the purposes 
of Section 15a. But there is nothing added or taken away in ex- 
press terms that clarifies the meaning of the term final value or 
the procedure to be followed to find it. The paragraph does, 
however, direct that before final values become available, the 
Commission shall, in making emergency valuations, give due 
consideration to all elements of value recognized by the law of 
the land for rate-making purposes. To some persons this direc- 
tion carries the implication that there are elements of value not 
recognized by the law of the land for rate-making purposes. Of 
this more will be said later. 

Sections 19a and 15a have been presented, and it has been 
seen that the Commission was ordered to sail for an unnamed 
port without chart or compass. How the Commission interpreted 
its vague instructions will now be shown. On March 4, 1924, the 
Commission declared the “final value” found for the properties 
of the Kansas City Southern Railway Company as of June 30, 
1914. The report of the “final value” of this Company is being 
shown because the views of the Company were pressed upon the 
Commission with skill, vigor, and persistence, and because the 
finding has already been the subject of litigation which was 
carried through the Supreme Court and Court of Appeals of 
the District of Columbia up to the Supreme Court of the United 
States. In rendering its “final value” the Commission threw some 
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light on the facts which were considered by it and stated the pur- 
pose for which its valuation was made. The Commission an- 
nounced its final decision in the following language: 

Final value.—After careful consideration of all the facts submitted in 
this proceeding, including appreciation, depreciation, going-concern value, 
working capital, and all other matters which appear to have a bearing upon 
the values here reported, the values, for rate-making purposes, of the prop- 
erties of the above-named carriers owned or used, devoted to common-car- 
rier purposes, are found to be as follows 


The valuation of the Los Angeles & Salt Lake Railroad was 
also a long-drawn-out controversy in which an extended and 
sharp exchange of views between the officials of the railroad and 
the Commission was followed by litigation in the federal district 
court of the southern district of California. In language sub- 
stantially the same as that in which it announced its finding in 
the Kansas City Southern valuation case, the Commission, in 
an order™ of October 17, 1925, made known its “final value” of 
the property of the Los Angeles & Salt Lake Railroad. Sub- 
stantially the same formula was followed by the Commission in 
sending out its final values for other railroads.” 

The meaning of the word “value,” final value, and final val- 
uations contended for by counsel for the railways and by the 
Interstate Commerce Commission will now be presented. It 
would be impossible within the limits of a paper of this character 
to present the contentions of all the attorneys who have made 
statements in behalf of different railways. The views of only a 
few of the more conspicuous contenders can be presented. 

Bearing the date of August 1, 1917, Mr. Pierce Butler and 


* 84 L.C.C. 145. 

* 103 I.C.C. 398, 405. 

* This form of the finding of final value was characterized by Mr. Leslie 
Craven as obscure, misleading, and confusing, and as failing to comply with the 
provisions of the valuation law. He was asked by Commissioner B. H. Meyer 
to submit at his convenience a form of expression that would convey what Mr. 
Craven thought ought to be conveyed. For the original discussion see pp. 110-15 
of Hearings before the I.C.C. of November 1-3, 1922, printed by the Secretary, 
Presidents’ Conference Committee. Pursuant to this request Mr. Craven filed a 
memorandum dated January, 1923, with the Commission, part of which was 
reprinted on pp. 329-31 of the Railway Age of February 3, 1923. 
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Mr. Leslie Craven presented a brief of 1,027 printed pages to 
the Interstate Commerce Commission in behalf of the Texas 
Midland Railroad Company. Both men were in the service of 
the Presidents’ Conference Committee on the Federal Valuation 
of Railroads, although in this particular case they did not speak 
for the Committee. Happily their views and contentions are 
clearly outlined in the preliminary chapter of their long brief. 

On page 19 they define value in orthodox economic terms, 
identify it with the just compensation of condemnation cases, 
and then declare that value thus defined the Interstate Com- 
merce Commission is required to ascertain and report under the 
Valuation act. They say: 

Value is power in exchange. In relation to money it is the amount in 
dollars which a purchaser not under compulsion to buy will part with to 
obtain the item of property, and which the seller not under compulsion to 
sell will accept for it. It is the just compensation which under the Constitu- 
tion must be paid upon the taking of private property for public use. The 
value required to be ascertained and reported under the Valuation Act must 
be determined upon the same general principles which govern in the con- 
demnation of private property for public use. 


On page 18 of their brief they explain how value is to be as- 
certained: 


The [Valuation] act does not prescribe any rule or formula for the as- 
certainment of value. It is recognized that value is not ascertainable by 
formula. It is to be arrived at by the exercise of experienced judgment in 
the light of relevant facts. While no formula can be stated for the meas- 
urement of value, there are certain applicable principles concerning value 
and its ascertainment which must be applied. The decisions of courts and 
commissions, in cases involving the valuation of property, are the sources 
from which these principles and their proper application are to be derived. 


On pages 74 and 75 they add: 

That there is no formula to control the judgment does not mean that 
there are no general principles by which the judgment must be guided. The 
general rule in Smyth v. Ames has become a classic, and as explained in a 
long and uniform line of Supreme Court cases it is now universally accepted. 

And there are other guides to judgment. There are no cases where the 
value of a going concern of adequate capacity has ever been determined to 
be less than the cost of reproduction less depreciation of the used and useful 
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physical property, either in a condemnation case or a confiscation case, al- 
though rates, being limited to the value of the service, may not give an ade- 
quate return upon such value. 


In concluding the outline of their argument, Mr. Butler and 
Mr. Craven on page 27 again urge the Commission to be guided 
by the decision of the Supreme Court in Smyth v. Ames. They 
say: 

Present value cannot be determined by formula. All of the foregoing 
facts together with the original cost, cost of reproduction, cost of reproduc- 
tion less depreciation, par value and market value of securities, are to be 
considered. The weight to be given to particular facts depends upon the 
circumstances. Under certain circumstances certain facts will have no 
weight, but in stating the rule for determining value in general terms it is 
difficult to improve on the statement in Smyth v. Ames.?8 


That little weight, however, was attached by the attorneys to 
the market value of securities as evidence of value is seen by the 
following statement, which appears on page 111: 


The market value of the stocks, bonds, and other securities, respective- 
ly, of the carrier multiplied by the amount of each class of security out- 
standing is not the market value of the property owned or used by the car- 
rier, because the market values of the stocks, bonds, and other securities are 
affected by conditions of the market outside the value of the property as 
well as the value of the property itself. 


From the standpoint of taxation the three quotations which 
will next be introduced are of the greatest significance. On page 
20 the attorneys declare: 


The value of the property results from the use, actual and potential, to 
which it is or may be put and varies with the profitableness of that use, 
present and prospective, actual and anticipated. The amount and profitable 
character of such use determines the value; but the value of the use is evi- 
denced by the capacity for use as well as the actual user, and the minimum 
value of the property of any common carrier is not less than the cost of re- 
production less depreciation of its physical parts, provided the property of 
the carrier is capable of use to justify such value, irrespective of the return 
to the present owner from present traffic at present rates. 


* For an analytical review of Smyth v. Ames, see “Railway Valuation and 
the Courts,” by Gerard C. Henderson, in the May and June, 1920, issues of the 
Harvard Law Review. 
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And on page 99 they extend their contention by declaring: 

Cost of reproduction less depreciation is the measure of minimum value 
of any going railroad capable of use to justify such value. The value of 
such a railroad property is not less, but it may be more, than that figure. 


On page 67 they asserted: 

But so far as the property is used in transportation service or is taken 
in condemnation, its value at the same time is the same whether the inquiry 
may relate to rates or eminent domain or assessment for taxation or capital- 
ization. 

Judge W. G. Brantley was another spokesman for the rail- 
ways. In his “Memorandum on the Value of the Atlanta, Bir- 
mingham & Atlantic Railway Company,” of May 13, 1922, to 
the Interstate Commerce Commission in Valuation Docket No. 
1, Judge Brantley, who was, and still is, counsel to the Presi- 
idents’ Conference Committee, said on the first page of his state- 


ment: 

The purpose of this memorandum is to demonstrate that the value of 
the railroad of the Carrier is divided into a value of its tangible properties, 
and a value of its intangible properties meaning its franchises and business; 
that the value of its tangible properties at any given time is measured by 
reasonable cost to reproduce them at that time, including therein the cost 
of developing ihe tangible properties to the condition of a physical going 
concern and operating system; that the value of its franchises and business 
is measured by a consideration of the earnings of the property, past, present 
and future, and of the right of the Carrier to do business; and that the value 
of each of these classes of property is required by the Valuation act to be 
separately ascertained and reported. 


Unlike the attorneys whose views have just been presented, 
Judge Brantley did not find in Smyth v. Ames a sure and safe 
guide for determining value. On page 28 of his memorandum he 
says: 

The famous so-called rule in Smyth v. Ames, 169 U. S. 466, so often 
quoted, is not a “rule” for any purpose, and least of all for the purpose of 
determining value. It is a mere suggestion of some of the elements or facts 
which should be considered in the determination of the “reasonableness of 
rates established by law for the use of property by the public.” 


On page 39 of his brief he declares: 
The value of the tangible properties is the cost to reproduce them de- 
termined as of the time of their valuation. 
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and on page 40 explained: 

The right of property in a railroad and the public power of regulation 
of a railroad co-existing (206 U.S. 20), and the power of regulation affecting 
earnings and therefore the value of the franchise and business of the railroad 
owner (64 Fed. 178), it is necessary that the value of the tangible proper- 
ties, or of the investment in properties actually being devoted to the public 
service, be separately ascertained; and not only so, but that their value be 
ascertained in such a way as that the equal protection of the laws guaranteed 
by the Constitution will be afforded, and that due process of law will be ob- 
served. The only method of valuation by which these results may be accom- 
plished is that of cost of reproduction. The Valuation act so recognizes by 
calling for an inventory valuation, and the separate and independent valuing 
of the tangible and intangible properties. 


In concluding his 103-page statement, Judge Brantley stated 
that: 


At the present time the carrier is concerned solely with the value of its 
tangible properties, which value must be ascertained and considered for all 
the purposes of governmental regulation. 


and declared that: 

As to this value the Carrier’s position is that its locomotive and cars, 
its rails and ties, its lands and structures, its embankments and excavations, 
and all of its physical properties have the value of similar properties, simi- 
larly located elsewhere, and that such value is wholly independent of the 
earnings of the railroad, whether such earnings be great or small, or none 
at all. 


In his oral argument of November 1, 1922, in behalf of the 
Winston-Salem Southbound Railway Company, Judge Brant- 
ley discussed intangible values and expressed the view that the 
Valuation act directed the Commission to find and report such 
values. He said: j 

Now, the courts have said time and again that, so far as good will, and 
franchise, and going concern, in the sense of value, are concerned, they all 
mean the same thing. They are based upon earnings. The Supreme Court, 
in the Consolidated Gas case, said there is no way to measure the value of a 
franchise except by reference to the earnings. Certainly good will has no 
monetary value unless it produces earnings. Now, if you consider the earn- 
ings, and put a value on them, you have valued good will and going concern, 
and franchise, so far as value, as distinguished from cost, is concerned. My 
personal thought may not be worth anything. If you have got a railroad 
that has a tangible value of $10,000,000, and under rates prescribed by you, 
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which admittedly are legal rates, it is actually earning on $15,000,000 of 
value, I think such a road clearly has an intangible value. I do not think 
there could be any controversy about that. Now, I think that intangible 
value should be reported, because the Valuation act requires it to be re- 
ported.?® 


From the outset the officials of the Kansas City Southern 
Railway Company were strongly dissatisfied with the plans of 
the Interstate Commerce Commission for ascertaining and re- 
porting railway values under the Valuation act. The views of 
the company were presented to the Commission and later to the 
courts with great skill, clarity, and ability by Mr. Samuel W. 
Moore, general counsel of the company. Having failed to ob- 
tain, in the Supreme Court and the Court of Appeals of the Dis- 
trict of Columbia, a writ of mandamus directing the Commission 
to ascertain and report a final value for the Kansas City Southern 
in conformity with his interpretation of the provisions of the 
Valuation act, he sought a writ of certiorari in the Supreme 
Court of the United States directed to the Court of Appeals of 
the District of Columbia. This was denied October 19, 1925.*° 
Not discouraged, however, Mr. Moore, by a new and different 
attack, carried his contentions to the United States Circuit Court 
of Appeals sitting at Kansas City, Missouri. 

The contentions of Mr. Moore will be made known by ex- 
cerpts from his brief of August 10, 1925, supporting his petition 
to the Supreme Court of the United States. It will be seen that 
his views differ materially from those of the railroad attorneys 
already presented. He contended that the Interstate Commerce 
Commission was directed by the Valuation act to find the value 
of the Kansas City Southern as that term is defined by econo- 
mists, and, unlike Mr. Butler and Mr. Craven, attached great 
importance to the evidence of value furnished by stock market 
quotations. Mr. Moore contended on page 30 that: 

The Valuation act requires the Commission to ascertain the true or eco- 
nomic value of common carrier property, and does not direct or authorize 


*” Hearings of November 1-3, 1922, before the Interstate Commerce Com- 
mission on Valuation Docket No. 5, etc., p. 12, printed by the Secretary, Presi- 
dents’ Conference Committee. 


* 269 US. 570. 
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the finding of an arbitrary “sum,” computed upon an arbitrary formula, and 
labeled ‘“‘value for rate-making purposes.” 


and that 

There is no reason to suppose that the word “value” was used by Con- 
gress in any other than its well-established and well-understood meaning. 
It was used without limiting or qualifying words. From time immemorial 
“the worth of a thing is the price it will bring”: that is, what a purchaser is 
willing to pay, and what a seller is willing to accept. 


and on page 31 that 

The occasion for the passage of the Valuation act was the fact that 
railway properties, by their nature, are not customarily bought and sold as 
ordinary commodities are, and therefore cannot, strictly speaking, be said to 
have a market value, although their securities are thus bought and sold, and 
therefore do possess a market value. 


In view of this situation he said: 


It was thought, therefore, desirable to have ascertained by some au- 
thoritative body a substitute for such market values; that is, as near an 
approximation as humanly possible, of what the market values would be. 
The Valuation act committed this task to the Interstate Commerce Com- 
mission. 


and 


But even though railroad properties themselves possess no established 
market value, the rule for their valuation must nevertheless be the same as 
that applied to articles or commodities which are the subject of sale—that 
is, what a buyer would pay, and a seller accept. 


After quoting on page 39 the citation from State Railroad 
Tax Cases that appears on page 4 of this article, Mr. Moore 
declared: 


The “true value” thus defined is quite obviously the economic value. 
The aggregate market value of the stocks and bonds of a railroad company 
is the amount which, presumably, a purchaser would be required to pay to 
acquire every interest in the propery, and the amount which a seller would 
receive therefor. It includes both tangible and intangible property. 


Mr. Moore, unlike the other railway attorneys who have 
been quoted, relied largely upon the decisions of the courts de- 
fining value in tax cases, and quotes freely from them. Speaking 
of the passage of the Valuation act, he said: 
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It is also to be presumed that Congress had in mind the statutes of a 
number of the states, providing for the assessment and taxation of railroad 
property at their full economic value; many of them providing for a sepa- 
rate assessment of tangible and intangible property. 


The officials of the Los Angeles & Salt Lake Railroad Com- 
pany were also entirely dissatisfied with the views, methods, and 
findings of the Interstate Commerce Commission, and, like the 
Kansas City Southern Railway Company, sought correction in 
the courts. By appropriate action in the district court of the 
United States, southern district of California, the Salt Lake line 
began suit to enjoin, set aside, and annul the report and order of 
the Interstate Commerce Commission of the final valuation of 
its property. The views and contentions of the railway will be 
presented as they were submitted in the brief for the company 
filed by solicitors H. A. Scandrett, A. S. Halsted, and J. M. Sou- 
by. As the contentions presented in behalf of the Salt Lake Com- 
pany were much the same as those presented to the Supreme 
Court of the United States in behalf of the Kansas City Southern 
Company, they will not be set out at great length. On page 44 of 
the Salt Lake brief it is declared: 


The statute requires the commission to find value. It has failed utterly 
to meet this statutory requirement, but finds instead what it designates 
value for rate-making purposes only. 


On page 45 it is explained: 

Until the final report in this proceeding was promulgated in 1923, the 
Commission had withheld its ruling on a question much discussed before it 
ever since the Valuation act was passed in 1913. That question was whether 
value differed depending upon the purpose for which it was used, or whether 
value was the same for all purposes. The carriers had urged the latter con- 
tention; the Commission’s Bureau cf Valuation, the former. When the 
Commission, in 1921, in the supplemental tentative valuation, first placed a 
single-sum figure on the property of the Los Angeles & Salt Lake Railroad, 
it designated it as the value of the property “as that term is used in the 
Interstate Commerce Act.” 


At the top of page 57 the attorneys announced their position 
in positive terms. They said, “We confidently assert that a rail- 
road property has but one value.” On page 59 they define value 
as follows: 
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The meaning of value is well understood. As applied to a railroad prop- 
erty or any other industrial property, it is what that property is worth— 
what it will bring when an owner who desires to sell and a purchaser who 
desires to buy are brought together. 


On page 61 they differentiated their views from those of the 
Commission as follows: 

Value in the sense of what a property is worth—what it will bring as a 
result of negotiations between a willing seller and a willing buyer—the Com- 
mission designates “value in exchange” in distinction from “value for rate- 
making purposes.” This value in exchange it admits it has not found, and 
if that is what the statute requires it to find, there is a clear failure to dis- 
charge its statutory duty. That what the Commission denominates “value 
for rate-making purposes” has not been ascertained by the rules and prin- 
ciples which govern in the determination of value, is made entirely clear by 
an examination of the report in this case. 


The attorneys for. the Salt Lake line also found their law 
and gospel in the decision of the Supreme Court in Smyth v. 
Ames. They too held that the Commission must ascertain value 
by the factors and in the manner indicated by that case and the 
cases supporting it. But notwithstanding their approval of the 
decision in Smyth v. Ames, they passed lightly over the factor of 
the market value of stocks and bonds. Paramount importance 
was attached by them to earning-power. 

The interpretation of the provisions of the Valuation act by 
the Interstate Commerce Commission and its agents will next 
be presented. Although it will not be possible to show with en- 
tire satisfaction just what the Commission considered itself di- 
rected to do under the law, yet it will be possible to show quite 
conclusively that it did not consider that it stood directed to find 
the value of the railways as the word “value” is commonly de- 
fined, and that it did not attempt to do so, but, on the contrary, 
undertook to do something entirely different. 

Shortly after the passage of the Valuation act, the Bureau 
of Valuation was organized by the Interstate Commerce Com- 
mission, and Mr. Charles A. Prouty, who had resigned from the 
Commission to take charge of the work, was made director. In 
1917 he prepared and placed a memorandum before the Com- 
mission on the “Valuation of the Property of the Texas Midland 
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Railroad.” On pages 3 and 4 of this memorandum he outlined 
his own interpretation of the Valuation act, an interpretation 
which, as far as can be told, was adopted by the Commission. 
His statement is important, as much for what it denies as for 
what it affirms. It will at once appear that Mr. Prouty’s view- 
point differed fundamentally from that of the railway attorneys. 
He said: 

While under the circumstances any discussion of value would be super- 
fluous at this time, I do wish to record my dissent from the conclusion of 
Mr. Butler. He contends that value is a thing immutable, which when once 
discovered by some occult process which he himself cannot clearly define, 
applies at all times and for all purposes. He apparently adopts as his defi- 
nition of value the exchange value of the economist, but clearly the selling 
value is not the value for rate-making purposes. The courts have declared 
that it is one element to be considered, but in fact it has in the adjudicated 
cases received but scant notice in determining the rate-making value. 

This kind of value was never before John Stuart Mill or Stanley Je- 
vons. The idea had never occurred to John Ruskin when he undertook to 
draw a sharp distinction between exchange value, which is what a thing will 
sell for, and inherent value, which is what that thing is worth, looking to 
its possible uses. It is a thing which has come into existence in connection 
with the regulation of public utilities. It has never been defined by any 
economist or dictionary maker. It has been described by the courts and is 
that sum upon which under all the circumstances and upon a fair considera- 
tion of all the facts and elements to be taken into account a fair return 
should be permitted. I doubt if any definition can ever add to this descrip- 
tion of the thing itself. 

This value, as already said, is not exchange value, nor can exchange 
value be of much weight in determining rate-making value, for the patent 
reason that exchange value depends upon the rate which the utility is al- 
lowed to earn, and that rate cannot be determined until the rate-making 
value is known. 


In reporting its final valuation™ for the Kansas City South- 
ern Railway Company, the Commission presented the conflict of 
views that had now become sharply defined. In presenting the 
views of the railways (p. 116), it said: 

The carriers contend that we are required by the Interstate Commerce 
act to find as the single-sum value of their properties that amount which is 
protected by the Constitution of the United States against a taking of prop- 
erty without just compensation They urge that the value of their 
property is the same for all purposes, . . . . and contend that this univer- 


™84 L.C.C. 113. 
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sal regulatory, single-sum value is the pecuniary, commercial, or economic 
value. 


In presenting its own views of its duties under the Valuation 
amendment, the Commission said, on page 116: 

The determination of the methods of valuation for regulatory pur- 
poses depends upon the use which is to be made of the resultant figure. 
Whatever the limitations may have been upon the original meaning of the 
term “value,” it is certain that at the time the Valuation act was passed the 
term was generally used with recognized but widely varying meanings. Val- 
uation for capitalization, consolidation, taxation, and rate-making purposes 
and estimates of exchange value cannot all be made upon the same basis. 


and on page 117 it said, “We conclude that a valuation under 
Section 19a should be one which will serve for rate-making pur- 
poses.” 

On pages 117 and 118 the Commission rejected earnings as 
a basis of value for rate-making purposes. It regarded the ad- 
vocacy of this valuation plan as equivalent to a denial of its 
power to regulate rates, and stated that acceptance would tie 
its own hands. It said: 

A railroad system is not a freely transferable commodity with a rec- 
ognized commercial value. Its economic value, like its other values, must 
be a matter of estimate, and the carriers suggest as criteria the capitalization 
of earning power and the market value of outstanding securities. The car- 
riers contend that our tentative single-sum valuation is faulty in that it 
wholly ignores earning-power, past, present, and prospective. Earning- 
power is itself dependent upon rate-making. It cannot be estimated until 
the rate level has been fixed and the value upon which the carrier will be 
permitted to earn has been ascertained. To make it also the basis for, or a 
direct element in, valuation would in effect permanently capitalize against 
the public the profits from any maladjustment in rates, for having once 
fixed the values of the carriers’ property solely on the basis of earning 
power, we could not thereafter reduce the earnings of the carriers for the 
reason that such action would automatically reduce such a value. If carriers’ 
theory were correct it would follow that as earnings increase in the future 
values must be raised on a higher basis to reflect the increased earning- 
power. 


On the use of the stock-and-bond method for finding value, 
the Commission said on page 119: 


Such a valuation would generally directly reflect earning-power, and 
therefore be subject to the same defects for rate-making purposes as a val- 
uation based upon capitalization of estimated earning-power. 
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In concluding its discussion of the final value reported for 
Kansas City Southern Railway, the Commission, on page 123, 
said: 

The value we now ascertain is that of the properties under considera- 
tion for rate-making purposes, as heretofore stated. But the final-value fig- 
ure is not the result of any mathematical process. It is rather a figure that 
commends itself to our judgment as a proper base upon which these car- 
riers are entitled to earn a fair return. 


In its discussion of its final value for the Los Angeles & Salt 
Lake Railroad, the Commission defines its position somewhat 
further on both the negative and positive sides. It said: 


It is quite evident, however, that in enacting paragraph 15a of the act, . 
Congress intended that one of the purposes for which we should ascertain 
and report the value of the property of common carriers was to arrive at a 
base for determining the fair return to which carriers were declared to be 
entitled, and the amount of excess, if any, in their earnings which it became 
our duty to recover. It is our conclusion, therefore, that the final single- 
sum value which we shall ascertain and report in this case is the value for 
rate-making purposes. Having reached that conclusion, it is unnecessary 
for us to determine now to what extent or in what manner values for other 
purposes may differ from values for rate-making purposes. Our present 


problem is to discover and apply the principles which must control in the 
ascertaining of a value for rate-making purposes. Many of these principles 
are stated in decisions of the Supreme Court of the United States and in de- 
cisions of other courts which have been called upon to review determinations 
of value of common carriers and other public utilities in rate cases.? 


The Kansas City Southern Railway Company, it has already 
been stated, was dissatisfied with the valuation reported by the 
Interstate Commerce Commission and appealed for correction 
to the Supreme Court and the Court of Appeals of the District 
of Columbia, and finally to the Supreme Court of the United 
States. Mr. P. J. Farrell was counsel for the Interstate Com- 
merce Commission. In his brief of August, 1925, to the Supreme 
Court of the United States he reaffirmed the stand taken by the 
Commission in reporting its findings of final value. On page 14 
of his brief he asserted: 

The Commission is not required by the Valuation act to ascertain or re- 
port the exchange value of the properties owned or used by the petitioners 
for common-carrier purposes. 


* 96 I.C.C. 507. 
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and on page 30 declared: 

The court decisions to which we have referred show plainly that there 
is a distinction of importance between exchange value on the one hand and 
a value for rate-making purposes on the other hand, and the quotations from 
the Interstate Commerce act last above set forth are equally clear to the 
effect that the latter value must be the result of a consideration of all ele- 
ments recognized by the law of the land for rate-making purposes and must 
be used by the commission in connection with all matters over which it ex- 
ercises jurisdiction. In other words, the values of the petitioners’ properties 
that the commission is required by the Interstate Commerce act, including 
the Valuation act, to ascertain, report, and use, are the values of said prop- 
erties for rate-making purposes. 


In opposing the petition of the Salt Lake Railroad for a de- 
cree setting aside and annulling the value reported, the Com- 
mission, by its counsel, probably made its most serious effort to 
differentiate value for rate-making purposes. The discussion 
will be found in pages 13 ff. of Mr. Farrell’s brief of April, 1924. 
The decisions of the courts have been such that it was possible 
for the opposing sides to find material to support their respective 
contentions. 

In the suit to recapture excess income from the St. Louis & 
O’Fallon Railway Company the issue was squarely drawn. This 
case involved an interpretation of Section 15a, which was added 
to the Interstate Commerce act in the year 1920. On page 6 of 
his brief of December 12, 1924, solicitor Charles W. Needham, 
for the Bureau of Valuation of the Interstate Commerce Com- 
mission, asserted: 

The value to be sought under Section 15a is conclusively a fair value 
for rate-making purposes of that part of the property of a railroad corpora- 
tion which is dedicated to common-carrier public service. Subsection (4) 
15a, by its reference to all the elements of value for rate-making purposes, 
emphasizes that elements of value for other than rate-making purposes are 
not to be given consideration. Jnclusio unius exclusio alterius. Carrier’s 
discussion, therefore, of cases as to value for condemnation sale or taxation 
purposes has no relevancy in this controversy. 


Speaking of the carrier’s contention for a recognition for 
franchise value, earning capacity, location values, value of unity 
of use, and market value, Mr. Needham declared: 
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The contentions of the carrier in its brief for intangible values are not 
tenable unless the whole purpose and object and text of the so-called “re- 
capture” provisions of Section 15a are entirely disregarded. 


and then on page 7 added: 

It is clear that if “earning capacity,” “location value,” or “market 
value” are to be attributed to this carrier in this proceedings—as such values 
must be measured by earnings—then there would never be any amount re- 
coverable as excess earnings under Section 15a. As the excess earnings would 
increase the market value, or any valuation affected by earnings, earning 
capacity, location, or the like, the result would be that there could never be 
any amount recoverable in recapture proceedings. Market value arrived at 
necessarily by contemplation of earnings would advance with advances in 
earnings and, if this was to affect valuation, there would never be any basis 
for recapture. The recapture provision by itself naturally makes it neces- 
sary to reject such contentions. 


It has already been seen that the Kansas City Southern failed 
to induce the Supreme Court and the Court of Appeals of the 
District of Columbia and the Supreme Court of the United 
States to issue a writ directing the Commission to ascertain and 
report market value. Like the Kansas City Southern, the Salt 
Lake line contended that there is but one value, namely, market 
value, for which it too sought court approval, but by a different 


procedure.** It petitioned the United States district court for 
the southern district of California to suspend, set aside, and an- 
nul the finding of the Commission. 

In granting the petition the court said: 

The reports of the Commission, we think, clearly show that its action 
was based upon the view that the property of the railroad company in ques- 
tion has more than one kind of value. And in our opinion that view consti- 
tuted its fundamental error, and consists in its failure to do what the statute 
in express, and, as we think, clear and unmistakable, terms, authorized and 
required it to do as the basis upon which to fix the rates to be charged by the 
railroad company; that is to say, the true actual value of all of the property 
of the company at the time used in its transportation business.*+ 


Later, on the same page, the court declared that: 

In no place in any of the statutes bearing upon the question do we find 
even an implication of any authority on the part of the Commission to find 

™ For an early opinion upholding the view that there is only one value in 
law for all purposes, see Railroad and Telephone Companies v. Board of Equal- 
izers, 85 Fed. 302, 315. 

“8 (ad) Fed. 747, 756. 
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that any of the property of any common carrier used in its transportation 
business has two kinds of value. It is the true actual value of such property, 
and that only, as we think, that the statutes in question authorize and re- 
quire the Interstate Commerce Commission to ascertain and fix, and that, it 
is obvious, it has not done. 


The court, in reaching this conclusion, stated: 


And by Section 15a... . Congress specifically declares that for 
“rate-making purposes”—the ultimate aim of all of the other statutory pro- 
visions herein referred to—the Commission shall give due consideration to 
all the elements of value recognized by the law of the land 


This, however, to the present writer clearly appears to be an 
inaccurate reading and paraphrase of the law. The law says that 
in the determination of “aggregate value” for the purposes of 
Section 15a, the Commission “shall give due consideration to all 
the elements of value recognized by the law of the land for rate- 
making purposes.” The court, by changing the position of the 
phrase “for rate-making purposes,” changed the proposition 
from the qualified to the universal and completely altered the in- 
struction. As restated by the court, the instruction to the Com- 
mission would have been bad law, for plainly the Supreme Court 
of the United States has designated elements of value which are 
not to be included when rate making is involved. 

Unfortunately the court in the case under discussion in no 
wise clarified the situation with respect to the fundamental is- 
sues in controversy. It does not appear likely that anything 
will be definitely settled until the federal Supreme Court has de- 
fined value for rate making and has stated the rule by which it 
will be determined. In this connection the opinion of the Court 
handed down by Justice Butler November 22, 1926, in the case 
of McCardle, et al., as members of the Public Service Commis- 
sion of Indiana, v. Indianapolis Water Company, is highly in- 
dicative. 

A very interesting decision was handed down on January 15, 
1924, by a federal district judge in the important tax suit insti- 
tuted by the Southern Pacific and the Santa Fe railroads against 
the state of California. In this case, which was decided before 
the Salt Lake case, Judge Dietrich stated that he was not of the 
opinion that there can be but one value. These two cases disclose 
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the confusion which exists in the federal judiciary. The earlier 
case shows a federal judge speaking in San Francisco in January, 
1924, in a very important tax case, expressing the opinion that 
by statutory definition and declaration value for rate making 
and for taxation may be entirely segregated, whereas the later 
case shows another federal judge, speaking in Los Angeles in De- 
cember, 1925, in a very important suit involving rates, utterly 
repudiating the view that by statutory declaration a railroad can 
have different values for different purposes. 

In deciding the tax suit instituted by the railway companies 
against the State of California, Judge Dietrich said: 

While I am not of the opinion that properly there can be but one val- 
uation, in the long run valuation for rate-making purposes and valuation for 
taxation purposes should closely approximate each other. There are com- 
mon factors, and necessarily there is a measure of interdependence. True, 
by statutory definition and declaration, the two may be entirely segregated, 
but such segregation would be artificial. It is further true that without the 
statutory definition, and where the effort is to ascertain a fair value for rate- 
making purposes and a fair value for taxation purposes, cases may and often 
do arise where there are differentiating considerations. If the railroads 
could always make a fair net return upon the fair valuation established for 
rate-making purposes, and only a fair return, I see no reason why, generally 
speaking, the fair valuation for such purpose should not also be taken as a 
fair valuation for taxation purposes.*5 


These two cases are of interest because of another diver- 
gence. In the tax case the court attached great importance to 
cost-of-reproduction estimates introduced by the state that were 
far above any ever considered by any rate-making body, and at- 
tached but little importance to the estimates of value submitted 
by the railways, computed with great care by the stock-and- 
bond and capitalization-of-net-earnings methods; whereas in the 
case involving rate-making value, the court attached great im- 
portance to the statement of the market value of stocks and 
bonds given by the railway more or less casually, and but little 
importance to the cost-of-reproduction statements introduced by 
counsel of the Interstate Commerce Commission. 

Another federal judge has gone on record. In a decree en- 
tered September 28, 1926, in the United States district court, 


” 204 Fed. 742, 749. 
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Judge James H. Wilkerson, in justifying the upset price fixed by 
him for the public sale of the properties constituting the Chica- 
go, Milwaukee & St. Paul Railway, declared that the price that 
could actually be obtained for this bankrupt road would prob- 
ably fall far below the value for rate-making purposes found by 
the Interstate Commerce Commission, and fixed the price ac- 
cordingly. Judge Wilkerson said: 

It is clear that the Jamieson Committee is contending for upset prices 
($250,000,000) in which undue emphasis is placed upon those elements of 
physical valuation which are of dominant importance in fixing a valuation 
for rate-making purposes. And the valuation here is not for rate-making 
purposes. It is a minimum valuation for purposes of sale where the plain- 
tiffs are entitled to require a sale within a reasonable time. 


CONCLUSION 


Near the end of the second part of this article the question 
was raised whether the Valuation act directed the Interstate 
Commerce Commission to find the prices which could be ob- 
tained for the railroads at a fair voluntary sale. In other words, 
was the Interstate Commerce Commission instructed by Con- 
gress by the Valuation act to ascertain and report exactly the 
same thing that the state legislatures direct assessors to find, 
namely, the market value of the railways? In part three the 
views of the railway attorneys and those of the Interstate Com- 
merce Commission were presented with considerable fulness, 
and it was shown by conflicting decisions of federal courts that 
the sloppy formulation of the Valuation act made difference of 
opinion as to the meaning of the act almost inevitable. 

The contentions set forth at some length in part three will 
now be reviewed, but only from the standpoint of their bearing 
on the tax burden of the railways. Although there has been much 
lamentation by the owners and managers over the heavy and 
growing burden of taxes imposed on the railways, strange to say, 
from the passage of the Valuation act, almost without exception 
the spokesmen for the railways in valuation matters have con- 
tended that there is, and can be, but one value for all purposes. 
Inasmuch as the Interstate Commerce Commission has over and 
over again declared that it has not considered itself directed by 
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the Valuation act to ascertain and report the market or exchange 
value of the railways, and has repeatedly declared that it has 
ascertained and reported “final values” for rate-making purposes, 
which it has again and again differentiated from valuation for 
taxation, it has seemed strange to the present writer that the 
railways should throw away the right guaranteed to them by law 
to have their property assessed on the same basis as the general 
property, especially as the railway attorneys are in large meas- 
ure contending for something under the Valuation act which 
clearly is not value as set up in the laws of the land for taxation 
purposes. 

It has been seen that Mr. Butler and Mr. Craven contended 
in broad terms that a railway has but one value for all purposes, 
and specifically that “the minimum value of the property of any 
common carrier is not less than the cost of reproduction less de- 
preciation of its physical parts, provided the property of the 
carrier is capable of use to justify such value, irrespective of the 
return to the present owner from present traffic at present rates.” 
And it has been seen that Judge Brantley contended that “the 
value of its tangible properties at any given time is measured by 
the reasonable cost to reproduce them at that time,” and that 
“such value is wholly independent of the earnings of the rail- 
road, whether such earnings be great or small or none at all.” 

On page 8 of his oral argument in behalf of the Winston- 
Salem Southbound Railway he said: “We pointed out that the 
Valuation act does not call for a finding of a rate base, or a sum 
of money thought to be fair as a basis for rate making, but the 
value of the property, without qualification of any kind.” Al- 
though the Interstate Commerce Commission has not stated ex- 
actly how its final values are made up, there is much to indicate 
that they represent cost of reproduction less depreciation for the 
time at which the inventory was made, at prices considered nor- 
mal for the five-year period 1910-14 plus 5 per cent, working 
capital, and the bare appraised value of land. The final values 
for the different railways appear to have been made up by the 
Commission without much, if any, regard for earning-power, 
past, present, or prospective. It thus appears that the Commis- 
sion, Mr. Butler, Mr. Craven, and Judge Brantley are agreed 





VALUE FOR TAXATION AND FOR RATE MAKING 37 


that for rate-making purposes a railroad capable of service does 
not have a value less than cost of reproduction less depreciation. 
This appears proper, for it should always be possible for the 
owners of a railway to obtain a fair return on the full cost of the 
reproduction of their property if this can be done under rates 
that are not unduly oppressive. 

To carry the proposition that a railway always has a value 
at least equal to its cost of reproduction over into the field of 
taxation is another matter, however. The law says that railway 
as well as other property shall be assessed for taxation at its fair 
cash value. Common sense rebels at the idea that a railway has 
a fair cash value equal to its cost of reproduction irrespective of 
whether its earnings be great or small or none at all. As long as 
the railways by their own actions put themselves in an unfavor- 
able position as taxpayers, obviously they should stop their la- 
mentations over tax burdens they themselves help to make ex- 
cessive. The effect on taxation of the contention of railway val- 
uation counsel that a railway can have but one value for all pur- 
poses will now be discussed more concretely. 

In order that an idea may be formed by how much the bur- 
den of taxation would be increased by the general substitution of 
cost of reproduction for fair cash value as the basis for the assess- 
ment of railways, an actual example for which all facts necessary 
are available will be introduced. The final value for rate-making 
purposes of a small western railway having a mileage of some- 
thing more than a hundred miles was placed by the Interstate 
Commerce Commission at $1,365,024, as of June 30, 1916, and 
would, of course, be much more if wages and prices now prevail- 
ing were used. For the year 1925 this railway was assessed for 
$231,400; and for the year 1926, for $406,450. Just before the 
assessment for 1926 was made, this road was sold at a voluntary 
sale for the sum of $700,000. The substitution of the Interstate 
Commerce Commission’s final value based on the so-called nor- 
mal unit prices for the five-year period 1910-14 for the sale 
value would have nearly doubled the taxes of this struggling lit- 
tle railway. There is a bit of interesting history in connection 
with the assessment of this railway. When the Interstate Com- 
merce Commission reported its final value for this railway, the 
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state tax commission of the state in which it was located fixed 
its assessment accordingly. The railway promptly instituted a 
suit in the supreme court of the state. This brought reconsidera- 
tion by the tax commission and reduction of the assessment to 
that of the previous year. The case just discussed is by no means 
an extreme case, for there are many railroads that would not sell 
for even half their cost of reproduction. 

The substitution of cost of reproduction for market value as 
the basis for assessment of railways for taxation would increase 
the burden of taxation of all railways, from those with no, or but 
small, net earning-power up to those whose net earnings amount 
to a fair return on their cost of reproduction less depreciation; 
for value, as Judge Brewer said, depends on earnings, present 
and prospective. To those having but little or no net earning- 
power, the change would often be the last straw, and for many 
others the increased tax burden would be difficult to bear. It 
seems safe to say there are but few railroads in the land whose 
owners, under the low rate schedules prevailing, are receiving 
a fair return on even what it would cost to reproduce their prop- 
erties at unit prices considered normal for the period of five 
years, 1910-14. And probably there are no railroads whose 
owners are receiving a fair return on what it would cost to repro- 
duce their properties at the prices and wages now prevailing. 
The substitution of cost of reproduction for fair cash value as 
the basis of assessment will be harmful as long as rates, volume 
of traffic, and expenses of operation are such that net earnings do 
not bring the market values of the railways up to their costs of 
reproduction. 

Nothing has thus far been said as to the effect on railway 
taxes if the contentions respecting value for rate making of Mr. 
Samuel W. Moore and Mr. H. A. Scandrett were adopted for 
purposes of taxation, and not much need be said. They con- 
tended that there is but one value for all purposes, and as that 
value is unmistakably market value, which is the tax base, the 
adoption of their contentions by assessing officials would leave 
assessments exactly where they are. 


GerorcEe G. TUNELL 
CHICAGO 





HIGHER COMMERCIAL EDUCATION IN ITALY 


I. THE RISE AND DEVELOPMENT OF HIGHER COMMERCIAL 
; EDUCATION IN ITALY 


The war waged by Italy against the Austrian empire in 
1866, ended in defeat both by land and by sea; but, in conse- 
quence of the struggle, the emperor of Austria was compelled 
to release his hold of Venetia, and that region was annexed to 
the kingdom of Italy. The territorial unity of the Italian penin- 
sula was thus attained, with the exception of the natural capital, 
Rome; of the Alpine district of Trento in the north; and of 
Trieste and the Istrian peninsula in the northeast. Rome was 
to be redeemed from the papal yoke in 1870; the border prov- 
inces from the Austrian dominion only in 1918. 

The first years of the existence of the kingdom of Italy after 
the wars of national independence were not marked by any very 
brilliant achievement, either in foreign or in home politics. But 
the victorious issue of the long and often heroic struggle for 
unity and constitutional liberty exercised a powerful influence 
over the minds of the Italians of the time. The ideals which had 
stirred the souls of the Italian patriots were a compound of 
reminiscences of the greatness of classical Rome, the democratic 
ideals of the French Revolution, and the principles upon which 
the English constitutional system is founded. Mazzini consid- 
ered Italy and Rome as the center of the civilized world; and he 
looked forward for Rome to a third period of leadership in civi- 
lization, as the moral capital of a society of nations, fraternizing 
in the acknowledgment of a common moral law. Some decades 
were to elapse before the difficulties of the actual situation could 
teach the most enlightened men in Italy a lesson of modesty, by 
showing them in what position the new-founded state really 
stood, in relation to the rest of the civilized world. However, if 
the patriotic enthusiasm of the Italians led them to overrate the 
possibilities which were in store for their country, it never fos- 
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tered in their minds dreams of dominion over other countries, or 
of conquests of foreign territories. No nation was ever more 
peaceful-minded or disinterested than Italy at the beginning of 
its existence as a united state. Patriotic ambition was of an ex- 
clusively moral and intellectual nature. The noblest minds in 
Italy considered their country as naturally entitled to be a 
leader among nations, and they imagined that in the arts of 
peace Italy would soon overtake the countries that had passed 
before her in the time of her servitude. The national hero, Gari- 
baldi, attended Parliament only to urge a scheme for the re- 
demption of the Roman Campagna from barrenness and mala- 
ria. If there was more poetry and enthusiasm than political 
economy in the project, there was a clear insight into the main 
necessities of the new national life. 

An equally healthy patriotic feeling, and an enthusiasm of 
a not very different nature, gave birth to the idea of establishing 
a higher commercial school in Venice, in the year 1868. It ap- 
peared to the promoters of the foundation of the new institute 
that the union with the kingdom of Italy, which had taken place 
only two years before, would open a period of expansion on new 
lines for the city that had been the Queen of the Adriatic. This 
was an illusion, but the illusion went together with the con- 
sciousness that a complete training on scientific lines is one of 
the most important factors of success in modern trade, and that 
it is an almost indispensable element of progress for those coun- 
tries which find the world-market already in possession of pow- 
erful competitors. 

The school at Venice was established as an institute of uni- 
versity grade.* At the time (1868) a bookkeeping and business 
section existed in the technical institutes (secondary schools of 
the second or more elevated grade), a section which continues 
to exist. But it was considered as of subordinate importance, in 
comparison with the section of physics and mathematics, which 
provided a special training for boys who intended to enter the 

* The position of the institutes of higher commercial education in the system 


of Italian university education was determined in all its particulars by the Nitti 
Law, March 20, 1913, N. 268, and even by later enactments. 
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engineering schools and other scientific departments of the uni- 
versities. And, perhaps only a minority of the pupils who at- 
tended the course in bookkeeping and business in the technical 
institutes really expected to become men of business. No class 
of public secondary schools existed to provide adequate training 
for business activity. Through the Department of Agriculture, 
Industry, and Commerce, the government contributed very 
modest subsidies to the expenses of the handful of commercial 
schools started by private enterprise, and exercised over them 
an almost nominal control. Few of these schools were really 
efficient. 

The establishment of a commercial institute of university 
rank, at a time when there was such a deficiency in the lower 
grades of professional education for business, may appear to 
have been an anomaly. It generally happens in all countries that 
the intellectual, not less than the material, needs of the wealthier 
and more powerful classes, which have the direction of social 
life, are better understood and more promptly satisfied than 
those of the poorer and less influential parts of the community. 
It must, however, be admitted that in the organization of eco- 
nomic activity, not less than in raising an army, it is more diffi- 
cult and more necessary to find a group of men ready to fill the 
leading situations than to recruit the rank and file. Besides 
that, it would have been impossible for secondary commercial 
schools to work satisfactorily without an able staff of teachers. 
Young men with a university education could make good teach- 
ers of subjects of general culture, but there was, at the time, no 
school which provided for the training of teachers of technical 
subjects. 

We may therefore infer that the founders of the school at 
Venice acted wisely in beginning work at the highest level and 
not at the lower levels in business education. They organized 
the school with a double object: to prepare young men to as- 
sume leading positions in business careers, and to qualify pupils 
to become teachers of economic and legal subjects or of ac- 
countancy in secondary schools. To the sections for teachers 
of accountancy and for teachers of political economy and law, 
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the section for teachers of foreign languages was added in 1869. 
The school had also, from the beginning, a consular section. 

A sketch of the original organization of the commercial sec- 
tion (now department of economic and commercial sciences), 
and of the changes successively introduced into it, will show the 
lines on which higher commercial education developed in Italy; 
while a description of the special sections will illustrate the dif- 
ferences existing between the institute at Venice and those es- 
tablished in Jater years in other Italian cities. 

The Regia Scuola Superiore di Commercio of Venice (now 
Regio Istituto Superiore di Scienze Economiche e Commerciali) 
is the third school of higher commercial education in Europe, 
in order of time. The idea of establishing in Venice an institute 
of a type quite different from the traditional universities was 
suggested by Professor Luigi Luzzatti, then a young and rising 
economist, later a highly appreciated worker in the co-operative 
movement, an enthusiastic asserter of the principles of social 
peace and of religious toleration, one of the highest authorities 
in public finance in Europe, a member of Parliament, and, for 
some time, prime minister of the kingdom. The plan received 
the whole-hearted support of Senator Eduardo Deodati, an es- 
teemed Venetian lawyer and patriot, and was adopted by the 
province, the municipality, and the chamber of commerce of 
Venice, and obtained the approval of the government. The 
school rose as a foundation of these public bodies, and the mu- 
nicipality of Venice assigned to it, for perpetual use, the Foscari 
Palace, one of the most beautiful historic buildings on the Canal 
Grande. The direction of the new institute was confided to Sen- 
ator Ferrara, a Sicilian, who was justly considered the greatest 
Italian economist of his generation. 

Francesco Ferrara was one of the most uncompromising as- 
serters of the theories of the liberal school in political economy, 
and, as such, an opponent of state intervention, even in the 
province of education. The necessity of a financial contribution 
from the government, on the one hand, and of giving legal value, 
for admittance to public careers, to the certificates of study 
conferred by the school, on the other, forced the founders to 
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adopt the title of Royal School for the new institute, and to con- 
sider it as placed under the vigilance of the Department of Agri- 
culture, Industry, and Commerce; but the interference of the 
government was, at first, almost nominal, and all actual author- 
ity remained with the director and the board of administrators. 
The teachers were chosen without any formalities, their appoint- 
ment depended on the personal judgment of the director and the 
administrators, and their salaries were not uniform. The system 
worked well, because the management of the school was in the 
hands of enlightened men, who took a sincere interest in its wel- 
fare and development. The institute secured the services of 
teachers who gained high renown for themselves in different 
branches of scientific research. Their fame and ability placed 
the school, from the first years of its existence, very high in the 
estimation of the public. Hiowever, the necessity of securing 
ever larger contributions from the government and of co-ordi- 
nating the degrees conferred by the school with those of other 
institutes of higher education brought on an increasing interfer- 
ence by the government in the life of the institute. The teachers, 
especially, felt keenly the fact that they had no guaranty of the 
stability of their positions and, officially, no voice in questions 
concerning the organization of the institute, the increasing for- 
tune of which was the result of their joint efforts. In later years 
the establishment of similar institutes of higher commercial edu- 
cation in the other cities of the kingdom rendered it necessary 
that this branch of public teaching should be fully regulated by 
the government. At present the authority of the board of admin- 
istrators is restricted to the financial management of the insti- 
tute; the professors are appointed in the same form as other 
public functionaries, are subject to the same discipline, and are 
protected by the same guaranties as the professors of universi- 
ties. The didactic government of the institute is left, under the 
superintendence of the Department of National Economy (for- 
merly Ministero di Agricoltura, Industria e Commercio; now 
Ministero dell’ Economia Nazionale), to the body of professors 
and to the director. 

In 1883, the school was authorized by the government to 
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confer official diplomas for the teaching of economics and law, 
accountancy, French, English, and German in secondary schools. 
In 1903, the higher commercial institutes were authorized to 
confer the degree of Doctor. 

The Nitti Law, March 20, 1913, fully regulated the organi- 
zation of the higher commercial institutes; and later enactments, 
though amending it in many details, have not altered its funda- 
mental provisions. 

When the school was established, in 1868, the school of 
higher commercial studies at Antwerp was taken as a model for 
the business section;* and, as in that institute, the higher im- 
portance was attributed to the teaching of technical subjects, 
such as accountancy and business practice. The study of law 
and of economics was considered more as instrumental for the 
technical part of the training than as important on its own ac- 
count, for students who proposed to become men of business. 
But, owing to the experience acquired as the school developed, 
and to the personal influence of the great economists and the 
highly esteemed lawyers who were among the professors, a foot- 
ing of perfect equality was soon established between the differ- 
ent branches of knowledge which were cultivated in the institute. 

It is apparent that not only has the general organization of 
the school undergone radical changes since its establishment, 
but also that the curriculum of the studies in the business section 
(Facolta di Scienze Economiche e Commerciali) is now very 
different from the original program of 1868. But, in one re- 
spect the school has not changed since its foundation. It had 
not then, and it has not now, as its exclusive object the training 
of business men; it has also always been concerned with the 
preparation of teachers and of diplomatic and consular officers. 
The existence of these special sections, by the side of the de- 
partment of economic and commercial sciences, constitutes the 
typical difference between the school at Venice and the other in- 
stitutes of higher commercial education. This difference has 

* The school at Antwerp was the first commercial school of university level 


established in Europe (1852); the second, in order of time, is that of Mulhausen, 
in Alsace; and the higher school at Venice is the third (1868). 
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been respected in the successive modifications of the laws gov- 
erning the higher commercial institutes. All the institutes are 
now, however, authorized to establish courses for teachers; and 
some, availing themselves of this possibility, provide courses for 
teachers of accountancy.® 

In 1900, Francesco Ferrara died, and Alessandro Pascolato, 
M.P., and sometime Secretary of State, a highly renowned law- 
yer, author of appreciated juridical treatises and of works on 
Venetian history, took his place as director of the school. At Pro- 
fessor Pascolato’s death, in 1905, Professor Enrico Castelnuovo, 
teacher of commercial institutions (elements of commerce), was 
appointed director. Enrico Castelnuovo had been in business 
and had acquired a good practical knowledge of trade and a 
clear understanding of commercial questions, but he was also a 
keen student of law and of economics. He was the author of a 
good manual of Commercial Institutions and was, for many 
years, an appreciated contributor to the most important Italian 
reviews. But Professor Castelnuovo’s work as a teacher and as a 
student of social and political problems was only a secondary 


aspect of his activity. His knowledge of modern foreign litera- 
tures, especially of English poetry and fiction, was vast and 
profound, and the tendencies of his mind were chiefly literary. 
He will be remembered especially for his translations from the 


* Many subjects are common to the curricula of the different sections of the 
school at Venice, but separate courses are held when necessary to meet the re- 
quirements of each section, while other subjects are taught exclusively in one or 
two sections. The section for teachers of modern languages, which at one time 
had very little to distinguish it from the other sections except a few extra lessons 
in French, English, and German, has now developed into a complete school of 
modern languages and literatures. The practical study of languages in the other 
sections is considered very important. At the end of their course, the students are 
able to understand and to make themselves understood fairly well, to read a 
book, and to write intelligibly, if not elegantly, in the foreign languages they 
have studied. 

The library of the institute has always been the object of special care; it 
occupies the most beautiful hall of the palace, with balconies on the Canal 
Grande, and is in constant development. Seminaries, or laboratories, were insti- 
tuted in recent years for the study of political economy and economic politics, of 
statistics, of economic geography, and of accountancy and mercantile and banking 
techniques. 
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English poets, and as one of the leading Italian novelists of his 
generation. 

Professor Castelnuovo retired in 1911, and died the year 
after. He was the last director appointed for life. In pursuance 
of the Nitti Law, of 1913, the director is now elected for a period 
of three years. 

Eminent scholars have been members of the staff of teach- 
ers. The late Professor Fabio Besta, who was professor of ac- 
countancy for forty years, and for three years director of the 
institute, was considered the founder of a school of scientific 
accountancy, and almost all Italian students of that subject look 
upon him as their master. The fame and the teaching of this 
eminent scholar had no less influence than the great name and 
the initiative of Francesco Ferrara in creating the renown and 
promoting the development of the school. 

The great economists Tullio Martello and Maffeo Pantaleo- 
ni were teachers of economics in the school, and when the lat- 
ter left it to assume the direction of the higher commercial 
school of Bari, Professor Tommaso Fornari took his place. Pro- 
fessor Fornari is the author of a highly appreciated historical 
and critical work on the economists of Southern Italy.* He is 
now emeritus professor and, at the age of eighty-four, still de- 
livers a course of lectures and is one of the most diligent mem- 
bers of the academic senate and of the commissions of exam- 
iners. 

Not less eminent scholars occupied the chairs of statistics, 
of law, and of other scientific subjects. Among these were Sena- 
tor Luigi Bodio, the organizer of the central office of statistics 
in Italy (Direzione Generale della Statistica); Ghino Valenti, 
one of the most reputed writers on agricultural economy; Sena- 
tor Carlo Francesco Ferraris, an authority in finance and admin- 
istrative law, more than once Secretary of State; the jurists Carlo 
Combi, Prospero Ascoli, and Renato Manzato; the historian Ri- 
naldo Fulin, a liberal and patriotic priest; the mathematician 

*Tommaso Fornari: Delle teorie economiche nelle provincie napolitane dal 
secolo XIII al 1735, “Studi storici” (Milano: Hoepli, 1882). And: Delle teorie 


economiche nelle provincie napolitane Dal 1735 al 1830, “Studi storici” (Milano: 
Hoepli, 1888). 
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Tito Martini; the geographer Giuseppe Carraro; and the chem- 
ist Giovanni Bizio. The present professor of Italian literature in 
the institute, Senator Antonio Fradeletto, sometime Secretary 
of State and one of the most admired orators and men of letters 
in Italy, has occupied that chair for the last thirty years. Of 
younger men who have been members of the staff of teachers 
or are such at present no mention is made. It may however con- 
fidently be asserted that the present staff of the school, as a 
body, are not unworthy of their illustrious predecessors. 

The most renowned professors of universities and univer- 
sity-like institutes are called either to co-operate with the per- 
manent staff as lecturers for complete fundamental courses, or 
to deliver lessons on special questions. Also eminent business 
men and other authorities in economics and in business ques- 
tions occasionally illustrate by lectures delivered to the students 
the problems of which they have a special knowledge. 

The expectations of a vast and rapid economic development 
as an immediate consequence of the attainment of national unity 
were not to be realized, either for Italy as a whole or for the city 
of Venice. The national wealth increased remarkably, and manu- 
factures began to develop rapidly, especially in the north, only 
some decades after 1870, the year in which Rome became the 
capital of the kingdom. Economic progress has been very un- 
equal in the different regions of the peninsula; the south and the 
islands especially are far behind the provinces of the Valley of 
the Po. As for the city of Venice, its arsenal and its port soon 
were among the most important in Italy’, but the city itself and 


° The arsenal of Venice was famous also in the Middle Ages. Dante mentions 
it in his Inferno: 


Quale nell’ Arzana de’ Viniziani 
Bolle Vinverno la tenace pece, 
A rimpalmar li legni lor non sani, 
Che navigar non ponno, e in quella vece 
Chi fa suo legno nuovo, e chi ristoppa 
Le coste a quel che pit viaggi fece; 
Chi ribatte da proda, e chi da poppa; 
Altri fa remi, ed altri volge sarte; 
Chi terzeruolo ed artimon rintoppa. 


—Inferno, XXI, 7-15 
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the adjoining district have never, until now, been the seat of an 
intense commercial or manufacturing activity. 

Such a state of things affected the school in two ways. In the 
first place it made the school not a regional but an eminently 
national institution. A rapid economic progress of the country 
as a whole would have made the necessity of similar schools felt 
much sooner than it was, whereas the school at Venice remained 
the only institute of higher commercial education in Italy down 
to the year 1884. An intense economic life in the city or in the 
district where the school was situated would perhaps have mod- 
eled the curriculum according to local necessities and made it 
unfit, because of an excessive specialization, to meet the require- 
ments of the other centers. As things were, the beautiful, quiet 
city on the lagoon was not in the actual turmoil of business, but 
not so far from the manufacturing and commercial centers as to 
be shut away from the great currents of modern activity. It 
therefore attracted young men from Apulia and Sicily and Sar- 
dinia not less than from the northeastern districts. 

The statistics of attendance show that the later establish- 
ment of institutes of the same kind, in other cities and in remote 
regions of the peninsula, occasioned no prejudice to the old school 
at Venice, which has had, until very recently, a constantly in- 
creasing number of students. Besides that, the proportional con- 
tribution of the different regions to the population of the school 
has not changed. The accent and the dialects of all parts of Italy 
are still heard in the courtyard and the halls of the old Foscari 
Palace, and foreign countries also were and are represented 
among the students. 

In the second place, the general conditions of the country 
necessarily influenced the graduates in the choice of their line 
of work in life. It may be affirmed that, down to the European 
war, all the young men of average intelligence and industry who 
had attended the school were practically sure of obtaining a 
place soon after graduating. But only a fraction, though a large 
one, actually went into business. Many, even among the gradu- 
ates of the business section, found employment in public offices. 
Many obtained eminent situations either in business or as teach- 
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ers or in public offices. Among these are Professor Bonaldo 
Stringher, general director of the Bank of Italy, the most im- 
portant institute of credit in the kingdom; Senator Luigi Della 
Torre, one of the leading Italian bankers; Professor Carlo 
Dragoni, general secretary of the International Institute of Ag- 
riculture, in Rome; the late Professor Augusto Osimo, founder 
and director of the admirable schools of industrial arts of the 
Societa Umanitaria in Milan, etc. Many were, or are, professors 
of economics, finance, and statistics in universities. All of the 
professors of accountancy in the higher commercial institutes; 
the great majority of the teachers of bookkeeping; and many 
professors of law, economics, and foreign languages in secondary 
schools were students in Venice. Of the present members of the 
faculty, Professors De Pietri Tonelli, Luzzatti, Rigobon, Roia, 
and Zappa studied in the school.® 

One feature in the life of the school deserves to be noticed. 
It is that the majority of the professors do not merely teach in 
the school, but consider it as the principal object of their activity. 
Men of different ages, coming from different parts of Italy, 
widely differing at times in opinions, tastes, and tendencies, find 
in the school a common object of interest and of love, and act in 
full agreement for its good. That is the secret, perhaps, of the 
charm which Ca’ Foscari—as the citizens of Venice, the profes- 
sors, and the students affectionately call their old school—has 
for the men who come near it in their youth, as students, or in 
their maturity, as teachers. 

The history of the oldest of the Italian higher commercial 
institutes has been given in some detail, because the writer of 
this article has a personal knowledge of it (which he has not of 
the other schools, with the exception of that of Rome), but also 
for a more general reason: because it reflects the whole develop- 
ment of higher education for business in Italy. There is no dis- 
paragement of the work done by the other institutes in the cir- 

* Professor Alberto de Stefani, M.P., recently Minister of Finance and of 
the Treasury, occupied the chair of economics in the school at Venice until Octo- 
ber 1925. He was then called to the chair of economics in the higher commercial 


school at Rome, from which he was transferred to the University of Rome as 
professor of statistics. 
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cumstance that their history will be dealt with much more 
briefly. 

The Regio Istituto Superiore di Scienze Economiche e Com- 
merciali of Genoa was established in 1884, with the name of 
“Regia Scuola Superiore di Applicazione per gli Studi Com- 
merciali.” 

As the school at Venice had been instituted in the most im- 
portant city on the Adriatic, the example was followed after 
some years by the greatest seafaring center on the Tyrrhenian 
coast. The two great cities, rivals in old times by sea and by 
land, equally acknowledged that a complete higher education is 
not an object of luxury, but a necessity for a modern business 
man. The institute of Genoa rose, not through the initiative of 
men of learning as did the school at Venice, but through the 
initiative of practical men. It was located not near the pensive 
quiet of the lagoon, but in the very midst of the activity of the 
greatest commercial and seafaring center in Italy. Its organiza- 
tion and its curriculum of studies were modeled after the higher 
schools of Antwerp and of Venice. But the school at Genoa nec- 
essarily reflected the character of its founders and the conditions 
of the city in which it was established. As its old title shows, the 
second higher commercial institute rose with a program in which 
practical considerations had greater weight than scientific ones. 
Strictly technical subjects have always been considered at 
the school at Genoa as more important than more theoretical 
branches of study, even in the case of theoretical branches like 
political economy, which are second to none in the education of 
a business man, because they lay a basis for the understanding 
of the conditions in which he is to act. The slight difference of 
tone, tendencies, and program between the school at Venice and 
that at Genoa, constituted an appropriate division of labor and 
ended by being useful to both. With more strictly professional 
aims than the school at Venice, the one at Genoa did very good 
work in the most important seaport town of the kingdom. It has 
always had a good staff of teachers, and many of its students 
have attained high situations in business or in careers connected 
with maritime interests. 
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In 1886, the third higher commercial school in Italy was 
established at Bari, the most important city in Southern Italy 
after Naples. Bari is situated on the Adriatic coast and is, at 
present, one of the Italian cities most rapidly growing in popu- 
lation and in economic importance. The geographical situation 
of the city made its institute a center of attraction for students 
from Apulia and from the Southern Adriatic region, but discour- 
aged the attendance of students from other parts of Italy. The 
school immediately secured the services of an excellent staff of 
professors, but although it was for many years the only higher 
commercial institute in Central and Southern Italy, its develop- 
ment was unfavorably affected by the economic conditions of 
the southern part of the peninsula. For many years the school 
had a limited number of students. A radical change for the bet- 
ter took place with the opening of the new century, if not uni- 
formly in Southern Italy, certainly in the city of Bari and in 
the district immediately around it. The war prevented most 
young men from continuing their studies for some years; but 
after the war the number of students rose to about six hundred,’ 
and it has not greatly changed since that time. The fortunes of 
the institute seemed to be endangered in recent years by the 
emigration of the majority of its teachers to the other institutes 
newly established. But several new teachers were appointed and 
the staff is now almost complete. The constant and rapid devel- 
opment of the city of Bari, which is since last year also the seat 
of a university, and the growing commercial intercourse with the 
eastern coast of the Adriatic will certainly open an even larger 
field of action for the institute. 

Thus, down to the year 1906, only three institutes of higher 
education for business existed in Italy, all situated in important 

"See: Annuario del R. Istituto Superiore di Sc. Econ. e Comm. di Bari, 
per gli anni academici 1920-21 e 1921-22. Relazione del Direttore, prof. Carlo 
Maranelli per l’inaugurazione dell’ anno accademicos 1920-21. Professor Mara- 
nelli, a highly reputed geographer, is perhaps the man who has done most in re- 
cent years for the progress of higher commercial education in Italy. The Nitti 
Law, of 1913, is due in great part to his untiring perseverance. He was, after 


that, the organizer and the first director of the higher commercial institute at 
Naples. 
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seaport towns, two on the Adriatic and one on the Tyrrhenian 
coast. In 1906, two new schools were established: the one in 
Rome and the other in Turin. 

The institute at Rome rose as a higher section of the 
Regia Scuola di Studi Applicati al: Commercio,® the oldest com- 
mercial school of higher secondary grade in Italy. Soon all con- 
nection with the middle school was cut, and the higher institute 
became independent as “R. Istituto Superiore di Studi Attuaria- 
li, Coloniali e Commerciali.” 

The institute at Rome was the first in Italy in which from 
the beginning the position of the professors and the conditions 
for the matriculation of the students were on the same level as 
those of the universities. The law of 1913 organized the insti- 
tute on the same plan as the other higher commercial institutes. 
Of the colonial and actuarial sections, only some special courses 
in mathematics survived. The institute has, however, a special 
course of two years in chemistry and merceology, which is inde- 
pendent of the business faculty, and is attended by government 
employees and by officers of the army and the navy. The resi- 
dence in the Capital attracted many professors of high renown 
to the school. The immediate vicinity to the central offices of 
the state exercises an attraction upon the graduates, many of 
whom enter public careers. Rome, besides being the capital of 
the kingdom, is a great financial center, and the greatest Italian 
banks have their head offices there; but manufactures and gen- 
eral business activity are scarce. Therefore a large fraction of 
those graduates of the institute who enter upon business careers 
find employment in banks, or with financial organizations. 

Notwithstanding the vicinity of Genoa, the institute at Turin, 
under the guidance of an able staff of teachers, found a good 
field of action in the great northern city. The old capital of 
Piedmont is a great center of manufacturing activity, and a city 
affording all facilities for study and for intellectual pursuits. 
The great majority of graduates find employment in banks or in 
manufacturing and trading concerns.’ Besides the ordinary 

* Now, Regio Istituto Commerciale. 


*See: R. Istituto Super. di Scienze Econ. e Commerciali in Torino-Annua- 
ri0, 1923-24, P. 7. 





HIGHER COMMERCIAL EDUCATION IN ITALY 53 


course, the institute at Turin has a specialized course for teach- 
ers of accountancy. 

After the war two more state schools were established in the 
old provinces of the Kingdom of Italy: in Naples and in Catania. 

The institute at Naples, established in 1920 in the most 
populous city of Italy, the ancient capital of the kingdom of the 
Two Sicilies, soon had an eminent staff of professors and a large 
number of students. A wide field of action is certainly open to it. 

The institute at Catania originated in courses in commer- 
cial subjects delivered in the university of that city by members 
of the department of law or by professors from other universi- 
ties. It became quite independent of the university in 1923. 
Catania, a progressive and rapidly developing commercial town, 
was certainly the best suited in Sicily for the establishment of 
a higher commercial school. 

The city of Trieste, annexed to Italy in 1918, had a good 
higher commercial school, the Scuola Superiore Commerciale 
Revoltella, which had been established in 1877 with funds fur- 
nished by the Revoltella family. The school found appropriate 
surroundings in the most important seaport of the Austrian em- 
pire, and it was one of those institutions of culture through 
which the Italian majority of Trieste carried on its unwearied 
and unequal struggle against the Germanizing tendencies of the 
Austrian government.” 

Soon after the annexation, the Revoltella school was reor- 
ganized on the same lines as the other Italian higher commercial 
institutes, and the course of studies was prolonged to four years. 
The school has a specialization course in administrative disci- 
plines. Italian, German, and Slavonic literatures are taught as 
complementary subjects. 

Last year the institute at Trieste was authorized by the gov- 
ernment to adopt the name “Regia Universita degli Studi Eco- 
nomici e Commerciali,” and evident aspirations exist to make of 
it the nucleus of a future complete university. The first bienni- 

* Also the working-class and socialist organizations in Trieste had impor- 
tant institutions for the diffusion of knowledge. The Universita Proletaria pos- 


sessed one of the best libraries in the city. It has now ceased to exist. The books 
were destroyed or dispersed when an end was put to the institution. 
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um of the department of mathematics will probably be located in 
the commercial university, as preparatory to a higher naval col- 
lege. 

As a higher commercial school, the university is doing very 
well, not only among the Italian element, but also among the 
other nationalities of Istria. It is attended also by many foreign 
students from the neighboring countries. 

The eight institutes thus far mentioned are to be considered 
as state schools for all didactic and disciplinary purposes. Be- 
sides these, two free schools of university rank exist, which con- 
fer degrees having legal value, but were instituted without any 
contribution on the part of the government. They are the Isti- 
tuto Superiore di Scienze Economiche e Commerciali of Palermo 
and the Universita Commerciale Luigi Bocconi in Milan. 

The institute at Palermo was founded in 1920, through the 
initiative of the municipality, the province, and the chamber 
of commerce of Palermo. It was authorized to confer degrees 
having legal value in 1924. Its very brief existence has, of 
course, not allowed it to exercise any considerable influence on 
the business activity of the great city and of Sicily as a whole. 

On the contrary, for many years the Universita Commer- 
ciale Luigi Bocconi has justly been considered an important 
agent in the diffusion of higher education for business in Italy. 

It was instituted in 1902, by a great manufacturer and mer- 
chant, Senator Ferdinando Bocconi, to honor the memory of his 
son Luigi, who had been killed in the war against Abyssinia. In 
the same year it obtained the recognition of the government as a 
free commercial school of university rank, and soon gained high 
fame in the greatest center of economic and intellectual life in 
Italy. A peculiarity in its organization consists in the circum- 
stance that it has not a permanent staff of professors, but only 
teachers appointed for the year—teachers generally chosen from 
among the official professors of universities or of other schools 
of university rank. The institute is amply provided with funds 
by the munificence of the founder and the Bocconi family and 
through contributions of the commercial community of Milan 
and Lombardy. That allows it to recruit good teachers and to 
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pay them much more than the universities and the higher insti- 
tutes maintained on government funds can afford to pay for 
their chargés de cours. Of course, the system can work only be- 
cause it is an exception, for it presupposes the co-operation of 
official professors of other schools. In addition to the funda- 
mental subjects, short courses or even single lectures on special 
problems are delivered every year by the most renowned pro- 
fessors in Italy. The institute has well-arranged seminaries and 
laboratories and a numerous staff of assistant teachers. The 
original program of the Universita Bocconi differed from that of 
the higher schools of Venice and Genoa in that it assigned the 
greatest importance to economics and considered the strictly 
technical subjects as secondary branches. An equilibrium be- 
tween the different classes of subjects was soon reached, as it 
had been in the older schools which moved from an opposite 
starting point. At present, great attention is given to bookkeep- 
ing at the commercial university, and its laboratory of account- 
ancy is one of the best in Italy.” 

Italy has, then, at present, ten commercial institutes of uni- 
versity rank, of which eight are state schools. Five of the insti- 
tutes are in Northern Italy, one in Central Italy, two in Southern 
Italy, and two in Sicily. 

Tables I and II show the development of the higher com- 
mercial institutes down to the year 1923-24. 

Table III for the year 1920-21 shows what place the higher 
commercial institutes hold with respect to higher education as 
a whole.’” 


™ The teacher of accountancy is Professor Gino Zappa, permanent professor 
of the same subject in the higher institute at Venice. In the teaching of Professor 
Zappa, a close connection is established between economics and accountancy. 

™ Piccolo Annuario Statistico Italiano 1925, Roma, Associazione Societa 
Italiane per Azioni e Confederazione Generale Industrie Italiane. The present di- 
rectors of the higher commercial institutes are: Bari: Professor Nicola Garrone; 
Catania: Professor Gaetano Majorana; Genoa: Professor Vincenzo Ortu-Car- 
boni; Milan: Professor Angelo Sraffa, permanent professor and president of the 
department of law of the R. University of Milan; Naples: Professor Luigi Fer- 
rara; Palermo: Professor Empedocle Restivo, private docent and chargé de cours 
in the R. University of Palermo; Rome: Professor Umberto Navarrini; Turin: 
Professor Pietro Gribaudi; Trieste: Professor Alberto Asquini; Venice: Profes- 
sor Ferruccio Truffi. 
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II. THE HIGHER COMMERCIAL INSTITUTES IN RELATION TO THE 
EDUCATIONAL SYSTEM OF THE COUNTRY 


At the foundation of the kingdom of Italy (1859-70) the 
new state inherited from the old governments a good many uni- 


TABLE I 
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Venice. ... 907 
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* The data relative to the number of students attending the higher commercial schools in Italy 

down to the year rorg in the yearbooks published by the Ministero dell’ Agricoltura Industria 

et ‘ommercio (now Ministero dell’ Economia Nazionale). For later years they are to be found in the 
annuals of the institutes and in special publications. 

The publications from which the data of the table are taken, are: for the year 1904-5: Ministero 
di Agricoltura Industria e Commercio: Notisie sulle c i dell’ Inseg ustriale e Com- 
merciale in Italia e in alcuni Stati Esteri. Annuario del 1907, Roma, Tip. ‘Bertero, 1907. 

For the years 1913-14 to 1918-19: Ministero dell’ Industria, Commercio e "Lavoro (Now Mini- 
stero dell’ Economia Nazionale): Annuario delle Scuole Commerciali del Regno, Anno 1919, Roma, Tip. 
Unione Editrice, 1919. 

For later years the annuals of the higher commercial institutes, and: S. Pivano: Annuario degli 
I stituti Scientifici Italiani, 1920, Bologna, ichelli, 1920; Minerva, 1925, Berlin and Leipzig, 1925. 
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versities, in some regions evidently too many for the needs of a 
united nation. The majority of these universities had glorious 
traditions which went back to the Middle Ages. The different 
branches of study were distributed in the four faculties of (1) 
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law, (2) literature and philosophy, (3) medicine, and (4) math- 
ematical, physical, and natural sciences. Some of the minor uni- 
versities, however, had only one or two of the four faculties. 

In the field of elementary and secondary education, on the 
other hand, very little had been done. The great mass of the 
people were quite illiterate. Very few boys and hardly any girls 
of the lower classes attended schools, even in large towns. Sec- 
ondary education was practically all in the hands of the priests. 


TABLE II 
No. of 
Students* 
Universities . . . ie ot, ete! & 
Other schools of anhoesslty ante a os . ww» tees 
Istituti Superiori di Scienze Economiche e Consnanstall jo 7,877 


: nr ae eee ee ees 


* For the year 1920-21. 


Only in the southern provinces, in Naples especially, boys and 
young men of the middle and the higher classes gathered around 
some learned and enthusiastic laymen who were private teach- 
ers, especially of Italian language and literature and of subjects 
officially taught in the universities. Those private schools, al- 
most completely free from any interference by the authorities in 
the management of the technical part of their work, were, under 
the eyes of a suspicious police, centers of warm patriotism and 
of literary and scientific activity, much more than the official 
schools could be. But such schools were exceptional.** 

Therefore the new government was forced to begin work 
from the foundations in elementary and secondary education. It 

* The most glorious names in this group of private educators were those of 
Francesco De Sanctis, the greatest Italian literary critic; and Luigi Settembrini, 
an admirable writer and man of letters, the author of the celebrated “Protest” 
against the Bourbon government, and then a convict in the Neapolitan Galere, 
with Poerio and other patriots. After 1860, they both became professors of 
Italian literature in the University of Naples. De Sanctis was also, for some time, 
Minister of Public Education. See: F. de Sanctis, La giovinezza di Francesco De 
Sanctis, and Luigi Settembrini, Ricordanze della mia vita. Both books were pub- 
lished by A. Morano, Napoli. An interesting sketch of the conditions of public 
education in Piedmont in the first half of the nineteenth century is to be found 
in G. Ruffini’s English novel Lorenzo Benoni. 
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was obliged to counteract the influence of the clerical schools 
kept by the ciiurch, which was in open opposition to the new 
order of things. It therefore took upon itself the education of 
the new generation, considering it as a branch of public and not 
of private activity, and organizing it as such. 

Very few changes were made in the universities; and, though 
elementary education became nominally compulsory, only in the 
most advanced centers was an adequate number of efficient 
schools opened. But a complete and excellently designed course 
of classical education was established, which is still the most 
highly appreciated type of secondary school. A few years later 
technical schools and institutes were founded, with a seven-year 
course, that is to say, one year less than the classical schools. 

All Italian schools are divided into three great classes: (1) 
pre-elementary and elementary schools; (2) secondary or mid- 
dle schools; (3) universities and institutes of university rank. 
The Department of Public Education superintends, either di- 
rectly or indirectly, educational establishments of all grades. 

Public elementary schools are maintained by the municipali- 
ties. Large cities are freer than small towns from government 
interference in the appointment of the teachers and the manage- 
ment of the schools. 

Secondary, or middle, public schools are maintained by the 
government. Secondary schools instituted by local authorities 
are considered as public schools only when the Department of 
Public Education acknowledges them as such, after special in- 
spections. Secondary schools are of two grades: To the first or 
lower grade belong complementary schools, gymnasia, and the 
preliminary classes of technical institutes and of teachers’ 
schools. To the second or higher grade belong lyceums and the 
higher course of technical institutes and of teachers’ schools. 
The complete secondary course extends for a period of seven 
or eight years. 

The general lines of the program of elementary schools and 
of secondary schools of the different kinds are determined by 
the government. Any citizen may start an elementary or sec- 
ondary school; but the teaching must be uniform with the offi- 
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cial program, and the teachers must be legally qualified for their 
office. Only public schools confer certificates or diplomas having 
legal value for admission to schools of higher grade, to public 
offices, and to the liberal professions. Pupils who have studied 
privately or in private schools are admitted to pass their exami- 
nations in public schools. 

The superintendence over elementary and secondary educa- 
tion is exercised by the ministry through local offices, formerly 
existing in each province, now in the chief city of each region. 
Such offices are placed under the direction of a functionary, 
called Provveditore agli Studi, who is assisted by several school- 
inspectors. The Board of Public Education (Consiglio Superiore 
della Istruzione Pubblica) is a consultative body, acting also 
as a court of discipline for teachers of all grades.*® 


* Public education, in all its grades, was regulated in Italy by the Casati 
Law, November 13, 1859. In acknowledgment of its fundamental importance, 
the law was called organic; it was extended, in later years, to those parts of Italy 
which were annexed to the kingdom after 1859. This fundamental law was 
amended in many particulars at different periods, but its main features remained 
unaltered down to the year 1923, when, at the initiative of the Minister for Pub- 
lic Education, Professor Giovanni Gentile, a radical reform was introduced in the 
three grades of public education through the legislative decrees, October 1, 1923, 
No. 2185, on elementary education; May 6, 1923, No. 1054, on secondary educa- 
tion; and September 30, 1923, No. 2102, on higher education. 

The main features of the Gentile reform are the following: (1) The number 
of public schools of all grades, and of the pupils admitted to attend each school, 
is greatly reduced. The fees to be paid for secondary and university education 
are considerably increased. (2) The task of examining the pupils in the final ex- 
aminations of secondary schools is no longer confided, as in the past, to the 
teachers of each school but to special commissions appointed by the minister. The 
degrees conferred by universities cease to qualify for teaching and for the exercise 
of the liberal professions, and merely procure admittance to a further professional 
examination for which the examiners are appointed by the government. (3) The 
teaching of religion according to the Roman Catholic creed is introduced as the 
foundation of the educational system in elementary schools and as an optional 
subject in secondary ones. (4) The study of Latin is made compulsory in all 
secondary institutes, excluding only complementary schools. The teaching of phi- 
losophy is greatly extended; the study of scientific subjects remarkably reduced. 
(5) The treatment of the subjects taught is to be synthetic, not analytic. The 
logical and aesthetic faculties of the pupils are to be exercised, much more than 
simple observation and memory, even in secondary schools of the first, or lower 
grade. (6) Also in secondary schools of the second, or higher, grade, a given pro- 
fessor is required to teach subjects considered as having some scientific affinity, 
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Of the above-mentioned classes of secondary schools, only 
the complementary schools, formerly called technical schools, 
and the bookkeeping and business section of the technical insti- 
tutes provide training for boys and young men who intend to 
work in business. 

Complementary schools have a course of three years and 
are intended to furnish the first notions of literature and science 
to boys and girls who mean to occupy modest situations in pub- 
lic administration or in private concerns, or to trade on a small 
scale on their own account. The pupils are admitted immediate- 
ly after completing the elementary course, at eleven or twelve 
years of age. Italian, one foreign language, history, geogra- 
phy, arithmetic and geometry, the elements of natural science, 
drawing, and the elements of bookkeeping and of law are taught 
in this class of schools. Of course, with no more schooling than 
that, and sometimes with much less, many men have made a for- 
tune in business, and others have filled high situations in banks 
and in other concerns, owing to exceptional personal qualities. 
But asa rule complementary schools must be considered as 
offering only the education indispensable to the most modest 
strata of the middle class. Before the recent reform of secondary 
education, boys and girls who had passed the final examination 
in technical schools were admitted to the technical institutes, but 
now a special preparatory course has been provided. 

The technical institutes formerly had three sections: the 
section of mathematical and physical sciences, the bookkeeping 
and business section, and the section for land surveyors. A few 
institutes had also an industrial section. The section of mathe- 
matical and physical sciences, which qualified young men to 
matriculate in the engineering and the scientific departments of 
the universities and was considered as the most important, has 


such as Italian together with Latin and Greek; or philosophy, history, and politi- 
cal economy ; or geography and natural sciences. 

The Gentile legislative decrees have already been amended in some details, 
but the reform as a whole is considered as an important part in the program of 
the present government, and its main characters will remain unaltered for the 
present. 
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now been suppressed, and a scientific lyceum has been created 
in its place. The course of the remaining sections has been pro- 
longed from seven to eight years, and the study of Latin has 
been introduced in the preparatory course. 

The curriculum of the bookkeeping and business section of 
the technical institutes includes—besides Italian literature and 
two foreign languages—history, geography, mathematics, ac- 
countancy, political economy, and the elements of statistics and 
finance and of law. 

Before the establishment of commercial institutes, this sec- 
tion was the kind of school which best answered the needs of 
those young men who intended to enter business after a com- 
plete course of secondary studies but who could not afford to 
study for the number of years required to obtain a university 
education. But the special aim of the section was to qualify stu- 
dents for the profession of public accountant; and the title of 
accountant was conferred upon the pupils who had passed the 
final examination. After a short practical apprenticeship and a 
professional examination, they were then entered on the official 
roll of public accountants, existing in all towns which are seats 
of courts of justice (Tribunali). Bookkeeping and the other 
technical subjects were therefore studied mostly from the ad- 
ministrative point of view, and, though many of the pupils be- 
came merchants or tradesmen, the school itself never came into 
immediate contact with the world of business. 

Universities either are state schools or are established by 
local bodies and authorized by the government to confer degrees 
having legal value. Those of the latter class are called “free 
universities.” Financial autonomy was recently granted to the 
state universities, consolidating the contributions of the govern- 
ment at the amount they had reached at the time when the law 
was passed. 

Of the university departments, those of law and of engineer- 
ing provide, more than do the others, a training useful to a busi- 
ness man. Eminent students of commercial law have taught in 
the universities, and social sciences—economics, statistics, and 
finance—have always formed part of the curriculum of the de- 
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partment of law. But social sciences have always been consid- 
ered as a secondary group of subjects, and rather as a bother, by 
the young men who intended to enter the legal profession. It is 
true that these sciences have been studied with sincere enthusi- 
asm by a slender group of pupils who have been guided by emi- 
nent professors, but the study was of a theoretical character. 
The departments of law have produced many illustrious teach- 
ers and economic theorists, but they never intended to prepare 
their pupils for business careers. Some Doctors of Law have, of 
course, become men of business, but only in consequence of ex- 
ceptional circumstances or of marked personal inclinations.** 

Many engineers, after graduating in the engineering schools 
of university rank, and especially in the industrial section, start- 
ed important manufacturing or mechanical firms or attained 
leading situations in concerns of this kind. But they had received 
an exclusively technical training, and they had to learn for them- 
selves the business part of their work or to intrust it to other 
men. The same may be said of the graduates in chemistry, and 
especially of the graduates in industrial chemistry. 

We may therefore conclude that secondary schools of the 
ordinary type, as organized by the Department of Public Educa- 
tion, have a very limited effect in qualifying young men for busi- 
ness careers, and the universities almost none. 

In the task of reorganizing from the foundations its general 
educational system, the Italian government had a long-estab- 
lished tradition upon which to fall back; while the technical 
training for business as well as agricultural and industrial teach- 
ing may be considered as a new creation. And, to begin with, the 
work was undertaken not by the Department of Public Educa- 
tion, but by the technical Department of Agriculture, Industry, 
and Commerce (now Ministero dell’ Economia Nazionale). 

As has been mentioned, the first commercial schools insti- 
tuted were not of the lower classes but of the higher. Secondary 
commercial schools came, therefore, in order of time, after sev- 

* In the sudden creation or enlargement of many banks, which took place 
immediately after the end of the war, some Doctors of Law found employment 


as bank clerks, but at present banks generally employ them only in their legal 
offices. 
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eral of the higher institutes of university rank, and the same was 
true of agricultural and industrial schools. But the organization 
of secondary professional education, when once started, pro- 
ceeded rapidly. Many secondary professional schools of all 
kinds now exist throughout the kingdom; they are doing effi- 
cient work and are attended by a large and increasing number 
of pupils.** 

Professional schools are divided into three classes: Those of 
the first and lowest class are intended to give practical notions 
on agriculture or manual trades, or on bookkeeping and lan- 
guages, to persons who have had little or no schooling. The 
schools of the second grade correspond to ordinary secondary 
schools of the lower grade (gymnasia, complementary schools, 
etc.); and those of the third grade correspond to secondary 
schools of the higher grade (lyceums, technical institutes, etc.). 
Business schools of the second grade are called “commercial 
schools,” and those of the third grade “commercial institutes.” 

The commercial institutes have a preparatory course of one 
year and an ordinary course of four years. They are open to 


boys and girls who have passed the final examination in gym- 
nasia, complementary schools, or commercial schools. 

The first commercial institute was established in Rome in 
the year 1902, with the name of Regia Scuola Media di Studii 
Applicati al Commercio. Now schools of this class exist in all 
large cities and in many secondary towns; they have a large at- 
tendance and are doing efficient work.”* 


"In this field also the authority of the government is supreme, and state 
schools are more numerous and at a much higher level then private ones. But a 
greater financial autonomy is left to professional schools than to ordinary ones; 
and, through the boards of administrators, a close connection is maintained with 
the agricultural, manufacturing, and trading classes of the places where the 
schools are situated. 

8 The Regi Istituti Commerciali existing in 1919 were those of Bari, Biella, 
Bologna, Brescia, Feltre, Florence, Milan, Naples, Palermo, and Turin, that is to 
say, twelve institutes, with a total attendance of 1,028 pupils. After that date, 
institutes of this class were established, or schools already existing were reorgan- 
ized as R. Istituti Commerciali, also in Caserta, Catania, Genoa, Padua, Trento, 
and Trieste. That brings their number up to eighteen. Also the number of the 
pupils has greatly increased in recent years. 
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Besides Italian and two foreign languages, the curriculum 
includes commercial history and geography, economics, law, 
accountancy, business technique (business practice), chemistry, 
and merceology. Special courses are delivered on the Italian sys- 
tem of customs duties, and on transport by land and by sea; also 
shorthand and typewriting are taught. 

It is required that the pupils should understand clearly the 
scientific principles of the fundamental subjects. The teaching 
of Italian literature and of foreign languages is intended to de- 
velop the appreciation of literary beauty; while history, eco- 
nomics, law, and accountancy, studied very seriously, exercise 
the reasoning faculties. The study of eminently technical sub- 
jects, like merceology, transport, and especially of business prac- 
tice, puts the school into immediate connection with business 
life. The commercial institutes therefore answer the purpose of 
enabling young men either to enter business immediately in sub- 
ordinate situations or to continue their studies in the higher 
commercial institutes. 

No mention is made here of the other secondary professional 
schools as their work is not at all connected with that of the 
Istituti Superiori di Scienze Economiche e Commerciali. 

The position of the Istituti Superiori di Scienze Economiche 
e Commerciali in the general system of education in Italy must 
now be examined in relation to secondary schools and to uni- 
versities and other schools of higher education. The Istituti 
Superiori di Scienze Economiche e Commerciali come into con- 
tact with secondary schools of the second, or higher grade, be- 
cause the final diploma of such schools is required for matricula- 
tion in the higher institutes. They come into contact with sec- 
ondary education in general because the degrees obtained in the 
higher institutes qualify the graduates to become teachers in 
secondary schools. 

1. As a rule, only pupils who have passed the final exami- 
nation in a classical lyceum (eight-year course in secondary 
schools) are allowed to matriculate in all university depart- 
ments. Students who have obtained their diploma in a scientific 
lyceum (eight-year course) are excluded from the departments 
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of literature and philosophy, of law and of medicine, but are 
admitted to the other university departments. The licentiates of 
teachers’ schools (Istituti di Magistero)—-seven-year course— 
are allowed to matriculate in the teachers’ higher institutes 
(Istituti Superiori di Magistero). The licentiates of some indus- 
trial schools (seven- or eight-year courses) may matriculate in 
the industrial section of some polytechnical and engineering 
schools of university rank. The licentiates of secondary agricul- 
tural schools of the third or highest grade are allowed to matricu- 
late in the higher agricultural schools. 

The Istituti Superiori di Scienze Economiche e Commerciali 
admit to matriculation as regular students young men and young 
women who have passed the final examinations in the following 
secondary schools: (a) classical lyceums, (0) scientific lyce- 
ums, (c) technical institutes, (d) commercial institutes, and (e) 
naval institutes. The final diploma of all such schools is ob- 
tained after an eight-year course in secondary schools. 

2. The graduates of the department of economics and com- 
mercial sciences of the Istituti Superiori di Scienze Economiche 
e Commerciali are permitted to compete for situations as teach- 
ers of economics and law and of bookkeeping and arithmetic in 
all secondary schools of the lower grade and in the commercial 
institutes, which are secondary schools of the higher grade. The 
graduates of the special teachers’ sections in the Istituto Su- 
periore of Venice and the graduates in economics and commer- 
cial sciences who have attended special courses for teachers in 
any of the higher commercial institutes are permitted to com- 
pete for positions as teachers of economics and law or of account- 
ancy or of foreign languages in all secondary schools.*** 

The relation of the Istituti Superiori to universities and to 
other schools of university rank must be examined from three 
points of view: first, as to the possibility, for the professors, oi 
teaching contemporaneously in the two classes of institutes, or 


” Competitions for positions as teachers of economics and law are open also 
to Doctors of Law; those for teachers of foreign languages, also to Doctors of Lit- 
erature and to Doctors of Philosophy and of Law. Only the graduates of the Isti- 
tuti Superiori di S.E. e C. may compete for positions as teachers of accountancy, 
bookkeeping, and business technique. 
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of being transferred from the one to the other; second, as to the 
possibility, for the students, of beginning their university studies 
in one class of schools and continuing them in the other; and 
lastly, from a more general point of view, as to the necessity of 
co-ordinating the program of the institutes with the programs of 
some university departments. 

1. In Italy no professor can be permanently appointed to 
more than one chair in state schools, including all grades and 
classes. But many official professors of universities are appointed 
for the school year to teach as lecturers (chargés de cours) in 
the higher commercial institutes, and many professors of the 
higher institutes are called to teach in the same capacity in uni- 
versities. 

Down to 1923, the teachers could not be transferred from 
a university to a higher commercial institute or from an institute 
toa university. But a law of that year permitted such transfers, 
provided that in the case of a change from higher commercial 
institutes to universities the approval of the Board of Public 
Education be obtained, and in the case of a change from univer- 
sities to the commercial institutes, the consent of the Board of 
Commercial and Industrial Education (Consiglio Superiore dell’ 
Istruzione Commerciale e Industriale) be given. 

2. Graduates of universities, or regular students in univer- 
sity departments or schools who intend to be entered as students 
in the higher commercial institutes, may obtain an abbreviation 
in their course of studies. They are not required to repeat the 
examinations in the subjects for which they have already ob- 
tained approval in the university if the program of the course 
they have attended has the same extension as the program of 
this course in the higher commercial institutes. 

The graduates and undergraduates of higher commercial in- 
stitutes are admitted as students of the university departments 
only in case they are in possession of the license of a lyceum.” 

* The new schools of economic and political sciences established in universi- 
ties form an exception. The school of political and economic sciences annexed to 


the department of law of the University of Padua, for instance, admits graduates 
from the higher commercial institutes to the fourth, and last, year of the course 
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In such case they may obtain an abbreviation in the course and 
be exempted from the examinations they have already passed. 
In all individual cases the decision is left to the faculty of the 
school or institute to which the student intends to be transferred. 

3. No higher institute of economic and commercial sciences 
is located in a university or considered as forming part of it, even 
when the university and the institute are in the same town. Such 
is the case because the universities and the higher commercial 
institutes are subject to the rule of different government depart- 
ments. 

The same law which made it possible for professors to be 
transferred from one order of schools to the other, also provided 
that when a university and a higher commercial institute are 
situated in the same town, the courses forming part of the cur- 
riculum of both may, by agreement between the Departments of 
Public Education and of National Economy, be delivered either 
at the university or at the institute, and may be attended by the 
students of both. The law also provides that no department or 
school of the same, or almost the same, character as the higher 
commercial institutes can be established in a university without 
previously consulting the Board of Commercial and Industrial 
Education. The decision of this body is, however, not binding 
upon the government. 

It is to be hoped that such provisions of the law are only a 
beginning and will expand into a complete co-ordination of the 
work of the universities with that of the higher commercial 
institutes. 

Constitutional and administrative law, and political econ- 
omy statistics and finance are included in the curriculum of the 
department of law, while several branches of law are studied in 
the higher institutes. Some of these subjects require a different 
treatment in the two schools on account of the different classes 
of students and of the different aims of each school. But for 


in economic sciences and to the third year of the course in political sciences; whiie 
Doctors of Law are admitted to the fourth year of the course in political sciences 
and to the third year of the course in economic sciences. 
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other subjects it is not necessary, or even possible, to adopt dif- 
ferent methods of teaching. In such cases, the unification of the 
teaching and of the laboratories and other means of study is 
evidently advisable. 

The fundamental object of the departments of law is the 
education of jurists and lawyers, and, as was remarked above, 
these departments are not organized with the aim of preparing 
the students for business and are not fitted for that purpose. 
With them the great traditional branches of legal studies— 
Roman law, civil law, and penal law—have always been pre- 
dominant, and it is well that it should be so. Nevertheless, a 
great many Doctors of Law enter administrative careers, and 
the law department was for a very long period the school at- 
tended by the great majority of students who wished to acquire 
a knowledge of economics and of kindred subjects. On the other 
hand, as has already been remarked, a great many graduates of 
the higher institutes find employment in public administration 
or as teachers. It is evident that the departments of law and the 
higher institutes have two quite separate fields of action. But 
they also have one object in common, that of qualifying the 
students for administrative situations in the offices of the state 
and of other public bodies, and for teaching. 

The growing favor with which the graduates of the higher 
commercial institutes are accepted in almost all public offices is 
one of the motives which has induced some universities to estab- 
lish departments or schools of political and social sciences an- 
nexed to the department of law or independent of it. In the 
University of Rome, a school of political sciences was instituted 
two years ago. The school of political and economic sciences, 
annexed in the same year to the department of law of the Uni- 
versity of Padua, confers the degrees of Doctor of Political Sci- 
ences and of Doctor of Economic Sciences. The University of 
Florence, even more recently, came to an agreement with the 
Istituto di Scienze Sociali Cesare Alfieri, of that city, to avail 
itself of the staff of teachers of the institute, in the constitution 
of a department of social sciences.” A school of political sciences 


™ The Istituto di Scienze Sociali is a school of old standing. It is a private 
foundation, but it was authorized many years ago to confer a Doctor’s degree, 
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was established last year, in the University of Pavia. Also the 
Catholic University of Milan has a department of social sci- 
ences. 

No institute of higher education can have a strictly profes- 
sional character, in the narrow sense of the word, because the 
practical part of the training must find a solid basis in a clear 
and coherent scientific knowledge. But, on the other hand, very 
few men are in such circumstances as to be able to devote their 
whole activity to abstract science, without any consideration 
about earning a livelihood. In consequence, the new depart- 
ments, or schools, instituted in the universities will probably be 
scantily attended, unless they turn their activity into the same 
channels as the institutes of higher education for business. This 
cannot be considered a desirable result because, in the first place, 
the ten higher commercial institutes are quite sufficient, and per- 
haps too many, for the present needs of the country. In the 
second place, the universities could not efficiently do the work 
that the institutes are doing. In universities the subjects are 
grouped, with very few exceptions, with close consideration of 
their scientific affinity. The subjects studied in the institutes are 
chosen from widely divergent branches of knowledge on account 
of their importance in practical business activity. 

With the creation of the departments of economics in the 
universities the logical division of labor between these and the 
departments of economic and commercial sciences in the insti- 
tutes becomes a problem, the solution of which cannot be de- 
layed. 

The co-ordination would certainly be much easier if the 
higher commercial institutes were, like the universities, placed 
under the rule of the Department of Public Education. The ten- 
dency in favor of a transfer of the institutes to that department 
is, in fact, becoming stronger every day. While it has been 
thought advisable, for the past, that professional schools of all 


which admitted to competition for some public offices and especially for the 
diplomatic and consular career. Very recently, and after this article had been 
written, a complete department of economic and commercial sciences was estab- 
lished at Florence, as a section of the Istituto di Scienze Sociali. 
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grades should be placed under the rule of the department which 
has the superintendence of the economic activity of the nation 
and which has given proofs of a constant interest in the develop- 
ment of this branch of public education, an exception to the rule 
may appear necessary in the case of institutes of university rank, 
for which scientific considerations have a higher importance 
than merely professional ones. On the basis of the present legis- 
lation the danger of useless duplication in the two orders of 
schools can be avoided only through voluntary agreements be- 
tween the universities and the institutes situated in the same 
city.” 
III. ORGANIZATION OF THE HIGHER COMMERCIAL INSTITUTES 
The Regi Istituti Superiori di Scienze Economiche e Com- 
merciale of Bari, Catania, Genoa, Naples, Rome, Turin, Trieste, 
and Venice are corporate bodies, established and maintained by 
contributions of the state and of local authorities in pursuance of 
their foundation charters. They are placed under the didactic 
and administrative superintendence of the Department of Na- 
tional Economy (Ministero dell’ Economia Nazionale). They 


are, to all legal effects, establishments of higher education of 
university grade.** 

The government of the institutes belongs, under the super- 
vision of the Secretary of State for National Economy, to a 
board of administrators (consiglio di Amministrazione), to the 
academic senate (consiglio Accademico), and to the director or 
rector. 


™ The R. Istituto Superiore di Scienze Economiche e Commerciali of Naples 
has just come to an agreement of this kind with the Regio Istituto Orientale of 
that city, a school of university rank of very old standing, attended by young 
men who aspire to become interpreters of oriental languages or officials in the 
diplomatic, the consular, and the colonial service. The higher commercial insti- 
tute affords the premises and takes upon itself the teaching of some scientific 
subjects. The Istituto Orientale provides for the teaching of languages. All the 
courses may be attended by the students of the two institutes. In consequence of 
this arrangement the Istituto Orientale practically becomes a section of the higher 
commercial institute. 

* Abridged from Testo Unico delle Leggi sugli Istituti Superiori di Scienze 
Economiche e Commerciali, approvato con R. Decreto 28 agosto 1924, N. 1618, 
Art. 1°. 
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The board of administrators has the financial management 
of the institution. It is composed of the director or rector, of 
another professor elected by the academic senate, and of repre- 
sentatives of the government and of the local bodies contribut- 
ing to the maintenance of the institute. The president of the 
board is appointed by royal decree from among the representa- 
tives of the government or of the other public bodies. 

The budget of each institute is separate from that of the 
state and of other public bodies. A statement of revenue and 
expenditure and a prospective estimate are submitted for ap- 
proval to the Department of National Economy by each insti- 
tute at the beginning of the financial year. 

The didactic activity of the institutes is regulated by the 
academic senate and by the director or rector. The director or 
rector is appointed for a period of three years by the govern- 
ment, out of a list of three professors voted by the academic 
senate. 

A consultative body, the Consiglio Superiore dell’ Istruzione 
Commerciale e Industriale, composed of high officials of the 
ministry, of professors, and of other authorities in economic and 
commercial studies, is called upon for advice on all important 
questions concerning the organization of commercial and indus- 
trial schools of all grades. For some steps in administration the 
approval of the board is required. The Secretary of State for 
National Economy is nominally president of the board, but it 
actually works under the presidency of one of its members, ap- 
pointed by the minister to act as vice-president.” 

The Nitti‘Law, March 20, 1913, N. 268, reorganized on al- 
most uniform lines all the higher commercial institutes existing 
at the time. This fundamental law has been amended in many 
particulars by later enactments. The juridical condition of the 
institutes is now defined, and their organization and working are 

“The Board of Commercial and Industrial Education was formerly com- 
posed of functionaries and other members appointed by the minister, and of pro- 
fessors elected by their colleagues. Since December 31, 1923, all the members are 
nominated by the government. Appointment by the minister is now the general 


rule in Italy for the constitution of consultative bodies. Also the members of the 
Board of Public Education are now all eppointed by the government. 
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governed by the codification act, August 28, 1924, N. 1618 
(Testo Unico delle Leggi sull’ Ordinamento dei Regi Istituti 
Superiori di Scienze Economiche e Commerciali), and by the 
general regulations, which were recently amended.” 

All the institutes, whether they be state schools or free 
schools, have one complete course, or department, organized on 
the same lines and called Facolta di Scienze Economiche e Com- 
merciali. The course is quadrennial, which is the ordinary period 
for university departments. The fundamental subjects, for 
which attendance is compulsory on the part of all students, are 
the same in all the institutes, as follows: 


. Political economy (two years) 
. Economic, methodological, and demographic statistics (two years) 
. Finance and financial law (one year) 
. Economic politics (one year) 
. Economic geography (two years) 
. Economic history (one year) 
. Institutions of private law (one year) 
. Institutions of public law, international law (two years) 
. Commercial law, maritime or industrial law (two years) 
10. Financial mathematics (two years) 
11. Merceology (two years) 
12. Bookkeeping, general accountancy, applied accountancy (two 
years) 
13. Mercantile and banking techniques (two years) 


On Ont Ww ND H 
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Besides the fundamental subjects at least four modern lan- 
guages—French, English, German, and Spanish—are taught. 
Attendance is compulsory for two languages, one of which must 
be English or German. Other foreign languages may be taught 
as complementary subjects in addition to these four, or as part 
of the ordinary course instead of one or the other of them, when 
special local considerations render it advisable. 

The teaching of complementary subjects for which attend- 
ance is not compulsory on the part of the students may be intro- 

* Regolamento Generale degli Istituti Superiori di Scienze Economiche ¢ 
Commerciali, Approvato con R. Decreto 8 Luglio, 1925, N. 1227. 

Some special provisions of the law and of the general regulations apply only 


to the schools at Venice and at Trieste. In default of any provision of the law or 
of the Regolamento Generale, the rules governing the universities are applied. 
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duced”* with the approval of the government, provided that the 
expenses be paid either out of the budget of the institutes or by 
local bodies or by private persons. 

When the complementary subjects lie in the same general 
class of studies or in the same branch of commercial or profes- 
sional activity, they are grouped into complete specialization 
courses which may be attended by the students of the fourth 
year and by the graduates of the institutes and of the universi- 
ties. Not more than two such complete specialization courses 
can be offered in a given institute in the same school year. The 
most important specialization courses established up to the pres- 
ent time are the following: Bari and Turin: special courses for 
teachers of accountancy; Genoa: professional accountancy, 
maritime trading; Trieste: public administration, banking, in- 
surance, exportation; Venice: administration of industrial con- 


cerns. 

The examinations in the single subjects of the curriculum 
are given at the end of each year. For subjects taught for a 
period of two years the academic senate may, however, decide 


that the examinations are to take place at the end of the second 
year on the whole program of the biennium. The examinations 
in foreign languages are given yearly, and are both written and 
oral. 

The final examination consists of the composition of an es- 
say and an oral discussion of the subject treated in the essay and 
of two other scientific questions. The subjects of the essay and 
of the oral discussions are chosen by the student, but they must 
refer to the three different groups of subjects included in the 
curriculum—economics and kindred sciences; law; accountancy 
and technical subjects. 

The degree of Doctor of Economic and Commercial Sci- 
ences is conferred upon the students who have passed the exami- 
nations in all the special subjects and the final examination. 

* For example: In the commercial university at Trieste, a course in Italian 
literature is established as a complementary subject, and in addition to the teach- 


ing of modern languages courses in German literature and Slavonic literatures are 
delivered. In the institute at Venice, Slavonic languages and Arabic are taught. 
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When a student, besides passing all the examinations in the 
general course, has also attended the lessons and passed the ex- 
aminations in all the subjects of a specialization course, mention 
of the fact is made in his Doctor’s degree. Graduates who have 
attended specialization courses and students who have attended 
more than one such course receive special certificates. 

Besides the department of economic and commercial sci- 
ences, the higher commercial institute at Venice has four special 
sections: the consular section, the school for teachers of eco- 
nomics and law, the school for teachers of accountancy, and the 
school for teachers of foreign languages. Each of these special 
sections has a four years’ course. 

The special object of the consular section is the training of 
officials for the consular and diplomatic service of the Italian 
government. Its curriculum includes all the required courses in 
the department of economic and commercial sciences, except 
financial mathematics, accountancy, and mercantile and banking 
techniques. In addition it includes the following: Emigration 
and foreign commerce (one year); political and diplomatic his- 
tory (three years); civil law (one year); institutions of penal 
law and procedure (two years); constitutional and administra- 
tive law (one year); accountancy and mercantile techniques 
(special course, one year).”” 

The study of French, English, and a third foreign language 
is compulsory. The courses in French, English, and German are 
continued for four years. 

The section confers the degree of Doctor of Sciences ap- 
plied to the consular career. 

Teachers’ sections were instituted for the purpose of quali- 
fying the students to teach, respectively, economics and law, 
accountancy and bookkeeping, and foreign languages in Italian 
secondary schools. 

The curriculum of the school for teachers of economics and 

* The special abridged course of one year in accountancy and mercantile 
technique, independent of the general courses delivered in the commercial depart- 


ment, is intended to make the students of the consular section summarily ac- 
quainted with the two subjects. 
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of law, besides all the required courses in the department of 
economic and commercial sciences except merceology, account- 
ancy, and mercantile and banking techniques, includes the fol- 
lowing fundamental subjects: political economy (special course, 
one year); civil law (one year); constitutional and administra- 
tive law (one year); civil procedure (one year); institutions of 
penal law and procedure (two years); history of law (two 
years); public accountancy (Contabilita di Stato—one year); 
accountancy and mercantile techniques (special abridged course 
of one year, as for the consular section). 

The study of English and German is compulsory during four 
years. The school confers the degree of Doctor for the teaching 
of economics and of law. 

The curriculum of the school for teachers of accountancy in- 
cludes all the fundamental subjects of the department of eco- 
nomic and commercial sciences, except economic geography, 
economic history, and merceology. In addition, the following 
fundamental subjects are taught: political economy (special 
course, one year); constitutional and administrative law (one 
year); civil procedure (one year); general and applied ac- 
countancy (special course, one year); public accountancy (one 
year); mercantile and banking techniques (special course, one 
year). 

The study of two modern languages, one of which must be 
English or German, is compulsory. 

The written essay and at least one of the oral theses in the 
final examination must refer to one of the following subjects: 
accountancy, mercantile and banking techniques, public ac- 
countancy. 

The school confers the degree of Doctor for the teaching of 
accountancy. 

The curriculum of the school for teachers of foreign lan- 
guages includes the following fundamental courses: Italian lan- 
guage and literature (four years) ; Latin grammar and literature 
(four years); French language and literature (general cultural 
course, three years); English language and literature (general 
cultural course, three years); German language and literature 
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(general cultural course, three years); French or English or 
German language and literature (special course for teachers, 
four years); glottology, with special reference to Romance and 
Teutonic languages (one year); comparative history of modern 
literatures (two years); political history (two years); history 
of philosophy (one year). 

The students are required to attend one of the four-year spe- 
cial courses for teachers, in French, English, and German, but 
they are free to attend two or even three. They generally choose 
only one and are advised to do so by the school authorities. 

The subject of the treatise for the final examination must 
refer to the language and literature which the candidate intends 
to teach, and the essay is written in the foreign language. If a 
student has chosen two or three teachers’ courses in foreign lan- 
guages and literatures, the oral theses must refer to these sub- 
jects. 

The school for teachers of modern languages, owing to its 
literary character, is less intimately connected with the depart- 
ment of economic and commercial sciences than the other spe- 
cial sections. The practical teaching of foreign languages is, 
however, conducted for the students of all the sections. 

It is not easy to give an adequate idea of the methods of 
instruction utilized in the higher commercial institutes on ac- 
count of the complete freedom which is left to the teachers in 
this respect. In Italian universities the professor is in practice 
the only judge of the subject matter of his course and, in law as 
well as in practice, of the method of teaching. Only for a period 
of one or two years the laws on higher education provided that 
all theoretical teaching should be accompanied by a course of 
exercises in which the students were to take an active part. The 
provision, as a general measure, was abolished in 1923 and now 
exists only in the statutes of certain universities. But in the 
same year it was provided that the program for the year should 
be submitted by the professors to the faculty for approval and 
co-ordination. 

It may be said, in general, that in the departments of law 
and of philosophy and literature, and, indeed, in all studies 
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which are not strictly experimental, the teaching consists chiefly 
of a series of lectures delivered by the professor. These lectures 
are sometimes accompanied by discussions on the part of the 
students and by written or oral exercises, such as reports by the 
students dealing with researches or critical studies accomplished 
under the advice of the professor. There is, however, a marked 
tendency, especially in social sciences, to assign a large share to 
laboratory work.** It has long been the custom for some profes- 
sors of literature, of philosophy, of economics, and of law to 
exact from their pupils not only such acquaintance with the sub- 
ject studied as can be derived from the teacher’s lectures or from 
the reading of manuals, but also a direct knowledge of original 
works and critical accounts of their readings.”® 

The principle of absolute respect for the didactic autonomy 
of the individual teacher, which is a characteristic feature of 
university teaching, was adopted, without any restriction, also in 
the higher commercial institutes. Also in the higher commercial 
institutes the teaching chiefly took the form of lecturing. The 
institutes, however, willingly joined in the tendency to assign to 
the students a more active part in the school work by discus- 
sions, practical exercises, and laboratory research. At present, 
laboratories exist in the institutes, not only for chemistry and 
merceology—for which experiments and collections of products 
have always been considered indispensable—but also for politi- 
cal economy, economic politics, statistics, and economic geog- 
raphy. 

Accountancy and mercantile techniques had never been 
taught in universities, and the professors in the institutes had 
to work out their own methods. In the teaching of these sub- 

* The first example of an efficient seminary organization of economic re- 
search in Italian universities is to be found in the laboratory of political economy 


established about the end of the nineteenth century by the late Professor To- 
gnetti De Martiis in the University of Turin. 

*” Such encouragement of personal investigation and independent criticism 
is one of the characteristic features of the late Minister Gentile’s recent reform of 
public education in Italy. It is however to be feared that, like some other just 
principles, this one received an injudicious application when it was prematurely 
enforced in schools for boys and girls eleven or twelve years old, who have just 
completed their elementary course. 
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jects, theory and practice were always closely connected. Lab- 
oratories were instituted from the beginning,*° and the students 
always took an active part in the school work. The modern ma- 
terials collected in the laboratories of accountancy and of mer- 
cantile technique enable teachers and pupils to keep themselves 
in touch with the work of students of accountancy and with the 
methods actually adopted in practical business in the most ad- 
vanced nations of the world.” 


*® Professor Fabio Besta, who taught in Venice for more than forty years, 
had studied with great penetration and accuracy the systems and methods adopted 
in public and private accountancy in former ages, and he encouraged those of his 
students who intended to devote their scientific activity to accountancy to study 
paleography and to undertake researches in public archives. The materials of the 
great archive of Venice, and of those existing in other cities, were widely utilized. 
Professor Besta was the initiator of a great historical publication, the Collection 
of the Financial Documents of the Republic of Venice, with introductions. The 
collection is edited by a committee of scholars, under the presidency of Luigi Luz- 
zatti, with funds furnished by the government and by local bodies. The publica- 
tion continues, after Professor Besta’s death. Professors Gino Luzzatto, Giacomo 
Luzzatti, Trentin, and Rigobon of the higher commercial institute at Venice; 
Cessi, Lazzarini, and Tamassia of the University of Padua; Dr. Rosmin and Dr. 
Orlandini of the State Archive of Venice; Signor Minotti of the Intendency of 
Finance of Venice; Professor Enrico Besta (Professor Fabio’s nephew) of the 
University of Milan; the Hon. Professor Alberto de Stefani, of the University of 
Rome; and others, now belong to the committee. The work is published under 
the auspices of the Accademia dei Lincei, the most important Italian academy. 


“It is the habit in Italian universities and in the higher commercial insti- 
tutes for the professors to publish, either in print or lithograph, extensive sum- 
maries of their lessons for the use of the pupils. Besides these summaries, very 
good textbooks exist both for legal and for economic studies. Italy has an almost 
uninterrupted tradition in the study of iurisprudence from the age of ancient 
Rome down to our own days. The werks of modern jurists bring the results of 
this activity within the reach of the ordinary student. Italy has also greatly con- 
tributed in more modern times to the development of economic studies, and the 
“Biblioteca dell’ Economista” is an almost complete collection of the greatest 
Italian and foreign works on economics and social sciences, from Smith’s Wealth 
of Nations to Marx’s Capital and to Sidney and Beatrice Webb’s History of Trade 
Unionism. The introductions written by Francesco Ferrara to the works pub- 
lished in the first series of the “Biblioteca dell’ Economista” are a masterly con- 
tribution to the theory and to the history of political economy (see “Biblioteca 
dell’ Economista,” Torino, Unione Tipografica Editrice). 

A natural consequence of the important Italian contribution to the theory 
of accountancy is the existence of textbooks and manuals of all kinds on book- 
keeping and mercantile techniques, from complete scientific systems like Besta’s 
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IV. PROFESSORS AND STUDENTS 


The teachers in the higher commercial institutes are either 
members of the staff of the institute or lecturers (chargés de 
cours) appointed for one year. The members of the staffs of the 
institutes are appointed as a rule after a public competition, the 
procedure of which is almost the same as that obtaining for the 
appointment of professors in universities. The public competi- 
tion may be dispensed with in the case of persons who have at- 
tained undisputed reputation as eminent scholars in a branch of 
knowledge. Such persons, when designated by the academic 
senate, may be nominated by the government as permanent pro- 
fessors without other formalities. This procedure, however, is 
quite exceptional for universities and has never been adopted 
for the higher commercial institutes. 

The members of the teaching staff are generally first ap- 
pointed for one year and then temporarily confirmed by the gov- 
ernment on the proposal of the academic senate for two succes- 
sive years. When a professor has been twice confirmed for a 
school year and has been in office for three years without inter- 
ruption, a commission of examiners, not including any of the 
examiners of the public competition, must give its judgment on 
the scientific and didactic activity of the professor, who is then 
permanently appointed. The professors cease to hold their of- 
fices and are pensioned at the age of seventy-five. When invited 
by the academic senate, they can be transferred, with their con- 
sent, from one institute to another.* 


and Cerboni’s down to the modest handbooks of bookkeeping used in secondary 
schools of the lower grade. 

Also in the province of economic history, of economic geography, and of 
merceology eminent students have written many scientific tracts relating to spe- 
cial questions, and also excellent textbooks and manuals. 

For the study of foreign languages, not only ordinary grammars are avail- 
able, but also special technical works, such as Professor R. Gambaro’s Lessons on 
the Laws and Customs of British Trade. (Professor Raffaele Gambaro of the 
Royal Higher Institute of Economic and Commercial Sciences and of the R. 
Naval Engineering School, Genoa: The Laws and Customs of British Trade, 
with Italian Notes, Genoa: R. Istituto Sordomuti. Special editions of the book 
have been published also in England and in Japan.) 

* As was remarked above, since 1923 the professors of the higher commer- 
cial institutes can be transferred also to universities, and those of universities to 
the institutes. 
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The members of the teaching staffs of the institutes occupy 
the same rank among public officials as professors of universi- 
ties. The grade to which they belong varies with the number of 
years they have been in office. Upon first nomination, as non- 
permanent professors, they are assigned to the seventh grade 
(lieutenant colonels, etc.). In fifteen years the permanent pro- 
fessors reach the fourth grade (generals in command of a divi- 
sion, councilors of state, judges of the supreme court of cassa- 
tion, etc.). 

The members of the teaching staff of each institute usually 
number eleven; but Turin has nine, Rome twelve, and Venice, 
because of the special sections, fourteen. 

The lecturers are appointed at the beginning of each school 
year. Coadjutors and assistants are assigned to the teachers of 
subjects requiring practical exercises or demonstrations, or lab- 
oratory work. 

The permanent members of the teaching staff can be dis- 
missed or suspended from their office only if convicted of a 
crime, or if guilty of serious acts of insubordination, of habitual 
neglect of the duties of their office, of irregular conduct, or of 
acts which in any way impair their dignity or their honor.** 

The professors can be dismissed or suspended only after a 
regular trial before the Board of Industrial and Commercial 
Education (Consiglio Superiore dell’ Istruzione Industriale e 
Commerciale). Two of the permanent professors of the institute 
to which the accused teacher belongs are elected by the academic 
senate to sit with the judges, in addition to the ordinary mem- 
bers of the board; and he is permitted to defend himself per- 
sonally.** 


* Regolamento Generale degli Istituti Superiori di Scienze Economiche e 
Commerciali, approvato con R. Decreto 8 Luglio 1925, N. 1227, Art. 61°. 

“For political reasons, these guaranties are suspended till December 31, 
1926, by the law of December 24, 1925, N. 2300, which allows the government to 
dismiss within that time all officials who, whether in connection with their office 
or not, do not give full guaranty of the faithful accomplishment of their duties 
or who place themselves in a situation of incompatibility with the general policy 
of the government. For the dismissal of professors of universities and of insti- 
tutes of higher education, of magistrates and other high functionaries, a resolution 
of the council of ministers is required. It has been announced that the validity of 
this temporary law will be extended to the next five years. 
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Almost all the professors in the higher commercial insti- 
tutes, as well as those in universities and in secondary schools, 
are men who have had a complete university education. This 
does not as a rule mean that they originally belonged to the 
higher middle class, because, in the past, secondary and higher 
education recruited pupils from all strata of the bourgeoisie and 
also from the poorer classes. There is now a tendency to make 
the access to higher studies more difficult and expensive, but it 
is not to be expected, or hoped, that the attempts in this direction 
will be successful. The professors of the subjects taught in uni- 
versities are generally recruited from the private docents (liberi 
docenti) of universities, sometimes after they have been teach- 
ing for a certain period as chargés de cours. The professors of 
technical and of literary subjects** have generally been teachers 
in secondary schools before being appointed to teach in the 
higher institutes. The writer of the present article knows of only 
two professors of technical subjects who had actually been in 
business when they began to teach; he knows of one, a professor 
of geography, who is practically a self-taught man; and of one 
who had been a colonel of the staff and had taught in military 
schools and then in universities as private docent when he was 
appointed professor of economics in the institute at Rome. On 
the whole, the professors of the institutes are recruited from the 
same social groups as the professors of universities. The teach- 
ers of accountancy and mercantile technique are, of course, 
graduates of the higher commercial institutes (especially of the 
one at Venice), and not of universities. 

The professors are allowed to combine with their teaching 
the exercise of liberal professions. The teachers of legal subjects 
are not infrequently also barristers, and a minority of the pro- 
fessors of accountancy work as public accountants. No case is 
known of a professor’s being actually in business for himself,** 


* Italian literature and modern foreign literatures are taught as fundamental 
subjects only in the section for teachers of modern languages at the institute at 
Venice, and as optional courses in the University of Commercial and Economic 
Studies at Trieste. See above, the curriculum of the department of economics and 
commercial sciences and of the special sections of the institute at Venice. 


* A few are directors or auditors of important corporate companies. 
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nor has a case been known in which other occupations of a pro- 
fessional nature have interfered with the regular discharge of a 
professor’s duty. The great majority of the professors either 
limit their activity exclusively to teaching and study, or give the 
first place to their school duties. 

On the whole, the students may be considered as generally 
belonging to a stratum of the middle class immediately lower 
than that to which students of universities belong.** The uni- 
versities are perhaps attended by a greater number of youths in 
whose families the training for liberal professions is a tradition, 
while in the families of many students of the institutes a college 
education is quite a new beginning. Many are the sons of small 
shop-keepers or of modest clerks in public and private offices, 
and others come from the working class. The poor student, 
fighting his way upward through very great material difficulties, 
is to be found in universities, but more frequently in the higher 
commercial institutes. 

A difference in the cultural ievel attained in secondary 
schools exactly corresponds to the slight difference in the social 
classes to which the students belong. The great majority of the 
university students matriculate after passing the final examina- 
tion in a classical lyceum, that is to say, after an eight-year 
classical course and after they have studied Latin for eight years 
and Greek for five. The classical lyceum is, in Italy and gener- 
ally on the European continent, the school which has the longest 
tradition behind it, and its course of studies is organic and com- 
plete. It is certainly the school which best qualifies young men 
to undertake higher studies with adequate mental maturity. The 
majority of the students in the higher commercial institutes 
have studied in the technical or the commercial institutes—sec- 
ondary schools with an eight-year course but established more 
for professional than for cultural purposes. These students are 
therefore perhaps somewhat inferior to university students in 

™ Some young men, belonging to families of manufacturers and of rich mer- 
chants, attend the courses of the institutes in order to pursue the studies which 


can best qualify them to assume the management of the concerns in which they 
are personally interested. But such pupils are necessarily an exception. 
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mental maturity, although the serious study of law, economics, 
economic history, and accountancy certainly develops the rea- 
soning powers. But the disadvantages derived from an inferior 
cultural tradition in the family and from a less solid basis of 
secondary studies are amply counterbalanced by early habits of 
work, by a greater capacity to overcome difficulties, and by a 
keener sense of the seriousness of life. 

Down to the first years of this century, it was quite excep- 
tional for women to attend universities or institutes of higher 
education; now it is quite a common occurrence. Those facul- 
ties and schools which open the way to careers considered 
more eligible for women have of course a larger proportion of 
female students than the others. That is true both of universities 
and of the higher commercial institutes. The department of 
law in universities and the department of economic and commer- 
cial sciences in the institutes have comparatively few young 
women among their students, while women constitute the great 
majority of the pupils in the departments of letters and philoso- 
phy of universities and in the school for teachers of foreign lan- 
guages at the higher institute at Venice. 

A minority of the students of the higher institutes are al- 
ready employed in banks or in business concerns, and others try 
to obtain temporary occupation, such as keeping accounts for 
dealers, etc., while they study; but the majority devote their 
whole time and attention to their school duties. Some public 
employees who entered their offices with the diploma of a sec- 
ondary school become students (especially at the institute at 
Rome) because a Doctor’s degree opens the way to the higher 
grades in the administration. 

The curriculum of the fundamental or required courses in 
the department of economic and commercial sciences is uniform 
for all the institutes and embraces the principal subjects the 
knowledge of which is necessary to qualify a man for leading 
situations in business. The courses of specialization are intended 
to provide such special training as may best suit young men as- 
piring to work in definite branches of commercial or administra- 
tive activity. Special consideration is given to the business envi- 
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ronment of the cities and regions in which the higher institutes 
are located, and therefore to the class of work most in demand 
in each place. ‘ 

The specialization courses were instituted only in recent 
times, and it is too early to judge what their influence will be in 
determining or facilitating the career of the graduates. But it 
may be asserted that the general training obtained in the higher 
institutes is such that a young man of average abilities will not 
find it difficult, after a short period of practical apprenticeship, 
to make himself equal to the requirements of any situation that 
is likely to be offered to a beginner. 

Many graduates of the institutes have started in business 
for themselves, and some have made large fortunes. A minority 
of them have emigrated to foreign countries. Others have en- 
tered on professional work as public accountants, a profession 
for which their studies qualify them and which is sometimes 
highly remunerative, especially in the great manufacturing and 
trading centers. 

But independent work requires personal initiative—a qual- 
ity which not all men possess, and one which education can en- 
courage and develop but not create. Together with personal in- 
itiative, capital is almost indispensable if one is to start in life 
independently. It is not usual for the same person to have the 
necessary abilities and the command of capital; therefore, by 
far the greater number of graduates begin work in the employ- 
ment of important business concerns. A large number of Doc- 
tors of Economic and Commercial Sciences have found employ- 
ment in the most important Italian banks, and many have done 
well. At present this career is not quite so promising on account 
of the great number of the graduates and of the difficulties which 
the after-war crisis created for Italian banks a few years ago. 

It would come near the truth to say that the graduates who 
enter business careers find employment in the following order: 
(1) banking; (2) employment in great industrial and commer- 
cial undertakings of different kinds; (3) professional work as 
accountants; (4) business for themselves. 

But, as was remarked above, business careers cannot be 
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expected to give employment to all the graduates, who are 
steadily increasing in number, and many of them find employ- 
ment in the service of the government and of public bodies.** 

At present almost all the branches of the Italian civil service 
are open to the graduates of the department of economic and 
commercial sciences; and their training, which includes law, 
economics, technical subjects, and foreign languages, makes 
them better fitted than Doctors of Law to fill many administra- 
tive situations. Doctors of Law were, down to some years ago, 
the only class of aspirants allowed to compete for such offices. 
Of course, such official and private situations as are most closely 
connected with the economic life of the nation are those for 
which the graduates of the higher commercial institutes are best 
qualified. Thus many of the chief secretaries and of the other 
officials of chambers of commerce, and some secretaries of the 
national and the regional associations of manufacturers and of 
merchants, are Doctors of Economic and Commercial Sciences. 

The consular and diplomatic career was made open, in 1921, 
to all the graduates of the higher commercial institutes, while 
until then only Doctors of Law and men who had attended the 
course in the consular section in Venice, or at the institute of 
social sciences in Florence, were permitted to compete.** 


* This is not true in the same measure for all the institutes. The bulletin of 
the Genoa section of the association among graduates of the higher institutes, for 
instance, publishes a list of the members. The addresses and the professional de- 
scriptions show that the great majority are in business, either for themselves or in 
the service of important firms. (See: Bollettino dell’ Associazione fra i Dottori 
in Scienze Economiche e Commerciali di Genova, December, 1925.) 


*” In every province of the kingdom an official roll of the Doctors ot Eco- 
nomic and Commercial Sciences is kept. 

In the year 1808, by the initiative of the director, Professor Alessandro Pas- 
colato, the graduates of the Scuola Superiore di Commercio of Venice formed an 
association with the object of keeping alive the attachment of the old students for 
their school and for their fellow-students, and of binding with new ties of com- 
radeship students of different generations. 

The association has now more than 1,700 members, and it recently received 
official recognition as a corporate body. Its first president, the late Professor 
Primo Lanzoni, permanent professor of economic geography at the school, of 
which he had been a student, for many years considered the association as the 
first and dearest object of his activity. Professor Pietro Rigobon, permanent 
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It may perhaps appear that the number of commercial in- 
stitutes of university rank in Italy is out of proportion with the 
general commercial development of the country and, still more, 
with the diffusion of secondary education for business careers, 
and even of elementary education in the kingdom. 

It is certainly to be wished that in Italy there were fewer 
universities and more numerous and better endowed popular and 
professional schools. On the other hand, it is a fact that the 
diffusion of knowledge from the Middle Ages downward has 
always begun with institutions of higher culture, from which 
education spread among the people. Besides that, the university 
has always been a democratic institution in Italy; and the at- 
tempts to change this fundamental character are not destined to 
be successful, although the number of young men of the middle 
class who enter the liberal professions is excessive when com- 
pared with those who devote their energies to immediately pro- 
ductive pursuits, such as agriculture, industry, and trade. The 
middle classes, even in their lower strata, have long traditions 
of study which they cannot be induced to give up. 

It is of national interest that such traditions should not be 
abandoned, for this would bring down the educational level of 
the whole country. These traditions should, rather, be turned 
into such directions as to bring young men into immediate con- 
tact with practical economic activity. In higher education this 
task is assigned to the commercial institutes, together with the 
higher schools of agriculture and other technical departments 
or schools. These institutions have, therefore, a function not 
merely useful to individuals but of a high social value in the life 
of the nation. 


professor of mercantile and banking techniques, is now president; and he also 
spends much of his time and labor for the welfare of the association. 

In recent years associations of graduates of almost all the higher commercial 
institutes have been established, in imitation of that of Venice. They are very 
useful in helping the graduates to find employment at the beginning of their ca- 
reers. Old students, who have already fought their way upward, are often glad to 
employ graduates of a younger generation. 

Also a national association of Doctors of Economic and Commercial Sci- 
ences exists and holds annual congresses in which the interests of the class are 
discussed. 





HIGHER COMMERCIAL EDUCATION IN ITALY 87 


If we consider a sufficiently long period in their develop- 
ment, we see that the higher commercial institutes have had on 
the whole a constantly increasing number of students. That is a 
proof that they have a useful task to accomplish. In the near 
future the attendance may remain inferior to that of the years 
which immediately followed the war. But a slight decrease 
would not be a great evil. Institutes of higher education must 
qualify for leading situations in business and not for routine 
ones. And large classes are difficult to manage and to instruct 
properly in schools where practical training and laboratory work 
are more important than the mere hearing of lectures and les- 
sons.*° 

The reconciliation of a thorough scientific treatment of sub- 
jects with the training of the abilities indispensable in practical 
work is perhaps the fundamental problem for higher commer- 
cial education, and not in Italy only. Its solution is difficult. 

It is the opinion of many men who are personally acquainted 
with the Italian higher commercial institutes that, when the 
specialization courses are added to the fundamental subjects of 
the department of economic and commercial sciences, the cur- 
riculum of studies is apt to overtax the energies of the students. 
The remedy will perhaps be found in a reduction in the number 
of the fundamental required subjects and in allowing the stu- 
dents to choose, among the other courses, those which answer 
best the requirements of the career they intend to undertake. 

The establishment of the specialization courses which allow 
the institutes to adapt themselves to the necessities of the spe- 
cial regions will have useful results, especially if the pupils are 
relieved of the burden of less necessary subjects of study. 

Such as they are at present, however, the Italian higher 

“It is not to be believed that the difficulties placed, by the Gentile Law, in 
the way of young men aspiring to obtain a university education will act in the 
direction of inducing more students to attend the higher commercial institutes 
than would have done so if the general educational system had remained un- 
changed. The greatest difficulties are to be met in secondary schools, and must 
be overcome by the students of the higher institutes as well as by the students in 
the universities. The fluctuations in the attendance follow almost the same lines 


for the universities and for the institutes. They must therefore be traced back to 
the same general conditions. 
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commercial institutes afford a training which allows their gradu- 
ates to begin work upon a firm foundation of scientific knowl- 
edge and to enter on practical activity with great possibilities 
of success. 
E. C. LONGOBARDI 
Venice, ITaLy 
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JURISDICTIONAL DISPUTES 


Conflicts over territorial and trade jurisdiction, having 
their origin in both demarcation disputes and dual unionism, 
have been more frequent and bitter in the construction industry 
than in any other line of economic activity, and perhaps few 
building markets have witnessed so many and such prolonged 
struggles as has Chicago. Division of labor in the building in- 
dustry is extremely minute, many distinct groups being em- 
ployed simultaneously on the same product. Few industries 
have witnessed such rapid changes in materials and methods. 
Also, the prevalence of the craft form of organization and 
the fact that some of the trades really extend over into 
other industries increase the opportunity for unions to quarrel 
among themselves as to what work “belongs” to each. Finally, 
the control of the central body over its local unions has been 
much weaker than in many other industries. And as a result of 
the rapid growth of the city and consequent building expansion, 
Chicago has suffered more from the jurisdictional dispute than 
almost any other urban center. 

The Webbs have said: “It is no exaggeration to say that 
to competition among overlapping unions is to be attributed 
nine-tenths of the ineffectiveness of the trade union world.’” 
While it is perhaps futile to weigh in a quantitative comparison 
the forces interfering with either the effectiveness of labor or- 
ganization or the effective utilization of labor power, this state- 
ment of the importance of jurisdictional disputes throughout in- 
dustry in general is indicative of their importance in the indus- 
try in which they are most common. During the period prior to 
the establishment of the Joint Conference Board in Chicago, 
fully 75 per cent of the stoppages of work were due to the con- 
tinual disagreements among various groups of craftsmen as to 
what work properly came within the province of each. But 


* Sidney and Beatrice Webb, History of Trade Unionism, I, 121. 
oI 
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peaceful stoppages of work are only one of the consequences of 
the jurisdictional dispute. “Giving the work to the wrong craft” 
by an employer has frequently been the excuse for the collection 
of graft money,’ and no negligible part of the violence in the 
Chicago building trades has been due to conflicts among union 
men over the right to certain kinds of work. 

Antiquity of jurisdictional disputes —Still ranking among 
the foremost of the special problems confronting industry 
though they do, jurisdictional disputes are as old as industry 
itself. The authors just quoted tell of a jurisdictional arbitra- 
tion by the king as far back as the fourteenth century. 

The quarrels raged so fiercely between the London cordwainers and the 
cobblers from beyond the sea that the king in 1395 commanded John 
Freese .... “that it should be determined what of right to one party 
belonged and what of right to the other.” . . . . It was decided that “no 
person who meddles old shoes to sell shall meddle new shoes to sell.” 


But this decision of the king, like some of the awards of the 
Chicago Joint Conference Board, did not settle the matter, and 
“it was followed a few years later by an order apportioning the 
work and giving the cobbler ‘the clouting of old boots and old 


shoes with new leather upon the old soles, before and behind.’ ”” 

The “why” of jurisdictional disputes —“Jurisdiction” in the 
trade-union sense means the right of a certain group to control 
the terms and conditions of employment in a particular trade or 
territory. Control of this kind is as essential to the existence of 
a union as the sovereignty of the state over its members is to the 
political government. Nor is it difficult to account for the jealous 
manner in which unions guard their jurisdiction. Throughout 
the industrial world there is a feeling on the part of the workers 
that the amount of work to go around at any time is limited. 

? See my book, Industrial Relations in the Chicago Building Trades, chap. xi. 

* Webbs, op. cit., II, 551. 

*For a detailed study of jurisdictional disputes throughout the construction 
industry of the United States see N. R. Whitney, Johns Hopkins Studies, XXXII, 
1-183. The present writer’s indebtedness to Dr. Whitney’s study for certain ter- 
minology and for the national aspects of jurisdictional conflicts that have had 
their reflection in the Chicago market appears in the following pages. However, 
Dr. Whitney’s admirable study was written in 1914, five years before the estab- 
lishment of the National Board of Jurisdictional Awards and just as the Chicago 
Joint Conference Board was beginning to function. 
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For one union to allow another to do a part of the work would 
mean that there would be correspondingly less for its own mem- 
bers. Also, unions hold rigidly if unconsciously to the doctrine 
of vested interests; there is the feeling that a certain kind of 
work belongs to each, and if technological change takes place 
the workers affected thereby have the right to demand the work 
upon substitute materials. The Carpenters, for instance, have 
consistently resisted the attempts of the Sheet Metal Workers 
and other specialists to claim the work once done by the Car- 
penters. Still another reason why unions guard their jurisdic- 
tion so carefully is the difference in wages commanded in the 
different trades. When the steel skyscraper took the place of 
the old jointed frame building, much of the reluctance on the 
part of the skilled workers to allow the Laborers to set the iron 
rods in the concrete base was due to the fact that wages of the 
Structural Ironworkers, who claimed the work, were higher 
than those of the Laborers. Finally, there is the fear that an 
overlapping of jurisdiction will result in training in a part of the 
trade a number of men whom employers can use to replace 
union men in the event of a strike. 

The grounds upon which a union may claim a certain kind 
of work, overlapping in whole or in part the work of another 
union, are various. Probably the most frequent basis for claims 
has been that of the kind of materials used.* Naturally, the fact 


°Cf. analysis in Whitney, op. cit. 

* For instance, the following claims to jurisdiction on the basis of materials 
used were filed with the Building Trades Department of the A. F. of L. in 1923: 
“Bricklaying masonry shall consist of laying of bricks in, under, or upon any 
structure or form of work where bricks are used, whether in the ground or over 
its surface, or beneath water”; “Stonemasonry shall consist of laying all rubble 
work with or without mortar, setting all cut stone, marble, slate, or done with 
stucco, cement, and lime mortars or patent material.” “Outside electrical workers 
shall have jurisdiction over . . . . aerial wires and cables on poles and from poles 
to buildings . . . . installing transformers and connecting secondary wires” ; “The 
International Association of Bridge and Structural Iron Workers . . . . claims 
.. . . the erection and construction of all steel and cast structures, ornamental or 
otherwise” (Proceedings of the Seventeenth Annual Convention of the Building 
Trades Department). The Carpenters, before their expulsion from the Building 
Trades Department of the A. F. of L. in 1920 because of refusal to abide by the 
decisions of the Board of Jurisdictional Awards, claimed nearly all wood or sub- 
stitute for wood. 
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that with the constantly increasing subdivision of labor more 
groups come to use the same materials, and at the same time 
substitute materials are being introduced, tends to accentuate 
the number and severity of disputes between and among the 
unions concerned. The kind of tools used, the sanction of cus- 
tom, the skill required, and the fact that the work replaces work 
theretofore done by the union or that it is most conveniently 
and economically performed in connection with the union’s 
recognized work are all grounds for claiming jurisdiction over 
a certain kind of work. 

Classification of jurisdictional claims and disputes.—In a 
study of jurisdictional disputes in a particular market there is 
perhaps little point in presenting elaborate definitions. The con- 
ventional classification of jurisdictional claims has been under 
the twofold heading of territorial and trade jurisdiction, while 
the disputes to which these claims often give rise are generally 
denominated as those of demarcation and dual unionism. Ter- 
ritorial jurisdiction has little place in the present study. All of 
the locals claim such jurisdiction as “within a radius of sixty 
miles of the city hall of Chicago,” “Cook and Lake Counties,” 
“Cook County,” and “The City of Chicago and vicinity.” Trade 
jurisdiction, on the other hand, is simply the field of work over 
which a union claims exclusive control, regardless of territory. 
In actual practice, of course, territorial and trade jurisdiction go 
hand in hand, a claim over a certain kind of work generally 
meaning over that kind of work within a particular area.” A 
definite statement of trade jurisdiction is unusually important 
to construction-industry unions. In the first place, the similarity 
of work among several unions in an industry in which there is 
an extreme subdivision of labor means that others can easily 

"It is interesting to note how much more elaborate the statements of work 
claimed as trade jurisdiction have become with the changing technology of the 
construction industry. In 1886, five years after the formation of the Brotherhood 
of Carpenters and Joiners, the union found these words sufficient to state its 
trade-jurisdiction claims: “Those persons are eligible to membership who are 
competent carpenters and joiners, engaged in wood work, and also any stair 
builder, millwright, planing mill bench hand, or any cabinet maker engaged at 


carpenter work, or any carpenter running wood work machinery.” In 1919 some 
5,000 words were required to set forth the jurisdiction claims of the Brotherhood. 
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claim the work on the basis of tools required, materials used, 
or custom. The first step toward preventing such encroachment 
is a clear statement by each union as to the jurisdiction which 
it claims. In the second place, the fact that many of the national 
unions really have within them several crafts—the Bricklayers, 
the Steamfitters, the Marble Workers, the Carpenters, and the 
Plumbers among others—has made especially necessary a clear 
definition of jurisdiction.* In the third place, every union is 
under more or less constant pressure to expand its jurisdiction 
because of the changing technology; if it does not claim substi- 
tute work as well as that over which it originally exercised juris- 
diction, it is likely to find that there is not enough of the original 
work to keep its own members employed.° As a result, most of 
the unions have restated and elaborated their claims to trade 
jurisdiction frequently in the official ‘Statement of Claims”’ filed 
with the American Federation of Labor.” 


* With the exception of the pipe trades, however, the question of intra-union 
jurisdiction has not been an important matter in the Chicago market. All crafts 
affiliated with the Brotherhood of Carpenters and Joiners have been members of 
the same Carpenters’ District Council since the Amalgamated Carpenters dis- 
solved in 1909. The local plasterers’ union has not been affiliated with the Brick- 
layers, Stone Masons, and Plasterers International Association, but with the Op- 
erative Plasterers and Cement Finishers Association, and as a result the national 
conflict as to whether the plasterers are part of, and subject to the rules of, the 
bricklayers union has not had its effect in Chicago. Although there are two small 
unions of Sheet Metal Workers in the city, all branches of the work have been 
represented by the large union, No. 73. The Steamfitters, Plumbers, and Gas- 
fitters are members of the same international, the first two since 1913 and the 
last named since 1920, and as a result there has been constant intra-trade rivalry 
in the piping trades. 

° As far back as 1894 the secretary of the Brotherhood of Carpenters and 
Joiners said: “Year after year carpenter work is becoming less and less plentiful, 
owing to recent innovations in architectural construction. With the introduction 
of iron and steel frames in the larger buildings, with iron and stone staircases, tile 
floor and tile metal wainscotting with cornices and bay windows in many cases 
of other material than wood, .. . . the chances of steady employment of Car- 
penters are extremely uncertain” (Proceedings of the A. F. of L., 1894; quoted by 
Whitney, op. cit.). 

” The Building Trades Department of the A. F. of L. requires all affiliated 
unions to file their jurisdictional claims at its office, but the fact that a claim has 
been filed does not mean that the Federation recognizes the jurisdiction claimed. 
In fact, an examination of the various claims to trade jurisdiction filed on suc- 
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The disputes to which the conflicting claims of territorial 
and trade jurisdiction give rise—disputes between dual unions 
and those of demarcation—are different in origin rather than in 
consequences. Whitney says that 


the distinction between a dual union and a demarcation dispute is that 
in the former a settlement in accordance with the claims of one of the dis- 
putants would involve the dissolution of the other union, while in a demar- 
cation dispute both unions have claims to jurisdiction which are not in- 
volved in the controversy. 


Before 1913, for instance, the Plumbers and the Steamfitters 
were “dual” in theory in the Chicago market, each claiming 
practically all the piping work. In practice, however, there was 
a tacit recognition that certain segments of the piping work be- 
longed to each, with an equally large segment belonging to any- 
one strong enough to take it; and the traditional dispute was 
therefore “demarcation” in fact, even if “dual” in name. Fred 
Mader’s Fixture Hangers and Michael J. Boyle’s Electrical 
Workers No. 134 became almost dual at one time. The long- 
standing national dispute between the Bricklayers and Oper- 
ative Plasterers caused no jurisdictional fights in Chicago prior 


to 1925,"' owing to the fact that the local Bricklayers, in spite 
of the claims of their international, have been satisfied to con- 
trol the terms and conditions of employment in the bricklaying 
and stonemasonry lines, conceding plastering work to local 
No. 5 of the Operative Plasterers and Cement Finishers Asso- 
ciation. The jurisdictional struggles of the Carpenters, Sheet 
Metal Workers, Structural Ironworkers, Laborers, Architectural 


cessive years shows a large amount of overlapping. Mr. Gompers and the Build- 
ing Trades Department officials always insisted that the A. F. of L. is merely a 
“voluntary” association, and that it would not attempt to limit or censor the 
jurisdictional claims which a member union may file with it. Since the estab- 
lishment of the National Board of Jurisdictional Awards in 1919, however, the 
member unions have been pledged to abide by the jurisdictional rulings, although 
the Board has always made it clear that each decision it renders is intended to 
apply merely to the controversy under consideration and not to establish a 
“common law precedent” for the settlement of future disputes of a similar nature. 

* In the summer of 1925 a number of building projects in Chicago were held 
up because of the nation-wide fight then in progress between the Bricklayers’ 
and Plasterers’ internationals. 
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Ironworkers, and Stone Cutters, on the other hand, are typical 
of demarcation disputes. 

History of jurisdictional disputes in Chicago.—Before 1914 
jurisdictional disputes, frequently buttressed by the sympa- 
thetic strike, were responsible for more lost working time in 
Chicago than any other one cause. The trouble between the 
Plumbers and the Steamfitters came to the surface during the 
days when Skinny Madden was dominating both the Steam- 
fitters’ Helpers and the Building Trades Council. Then, as 
since, the jurisdictional dispute was often used as a convenient 
means of enforcing the payment of “strike insurance.” During 
the two years after the lockout of 1900, most of the unions were 
too weak even to quarrel among themselves to any extent, but 
in 1903 and 1904 the trouble between the Plumbers and the 
Steamfitters resuited in idleness of members of both locals for 
several months. The disputes became so violent that in the fall 
of 1905 the contractors addressed a letter to the Associated 
League asking it to see that the Plumbers returned to the jobs 
which they had struck. In 1907 hardly a job was without some 
trouble in the piping trades. The practice of referring disputes 
to some local arbitrator rather than taking them to the floor of 
the American Federation of Labor Convention had grown up, 
and in 1907 the question of the installation of vacuum-cleaning 
systems was referred to Judge Kohlsaat, who decided that where 
a so-called “dry system” was used (one requiring no sewer con- 
nection) the work belonged to the Steamfitters and that where 
a sewer connection was necessary the work belonged to the 
Plumbers. In 1908 some sixty-eight cases were called to the 
attention of the Building Contractors’ Council, the Carpenters 
being involved in forty-five, the Plumbers in twenty-five, the 
Sheet Metal Workers in twenty, the Hoisting Engineers in 
fourteen, and the Structural Ironworkers in eighteen.** The 
first attempt to create a machinery to handle jurisdictional mat- 
ters independently of the American Federation of Labor was 
made in 1909 when a conference between representatives of the 
Building Contractors’ Council and the Associated Building 


* Data of E. M. Craig, American Contractor, February 23, 1923. 
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Trades League was held. Resolutions were offered by E. R. 
Graham, architect, that steps be taken to set up some machinery 
to settle disputes, but the contractors were opposed and the 
matter was temporarily dropped. In 1911 some twenty thousand 
men were idle because of the disagreement between the Plumb- 
ers and the Steamfitters."* The first action of the infant Build- 
ing Construction Employers’ Association was the proposal of 
a truce, and on August 12, 1911, there was effected a settlement 
of the seven months’ war. In 1912 the Carpenters, Sheet Metal 
Workers, Marble Setters, Glaziers, Ornamental Ironworkers, 
Machinery Movers, Plumbers, Bricklayers, Electricians, Paint- 
ers, Hoisting Engineers, Boiler Makers, Steamfitters, and Team. 
sters were parties to jurisdictional disputes. The trouble of 
1912 led to a meeting of representatives of the Building Con- 
struction Employers’ Association and the Building Trades 
Council in December, 1912, but the proposal that a joint board 
to settle jurisdictional disputes be set up was opposed by a mi- 
nority and dropped. It took the general lockout of 1913** to 
bring both sides to a realization that the setting up of some 
local machinery for the adjustment of these disputes was impera- 
tive, and out of the lockout there emerged the Joint Conference 
Committee which later became the Joint Conference Board.** 

The steps taken by the Joint Conference Board and later 
by the National Board of Jurisdictional Awards to eliminate 
jurisdictional disputes and the sympathetic strikes so often ac- 
companying them should be prefaced by some mention of the 
issues involved in the more important conflicts over jurisdiction. 

The pipe-trades disputes—-Probably the most typical of 
these disputes is the one between the Plumbers and the Steam- 
fitters. This particular controversy presents a twofold aspect 
of jurisdictional troubles. In the first place, the International 

* See my book, op. cit., chap. iv. 

* Ibid., chap. v. 

* There had, of course, been a system of settlement within each trade prior 
to establishment of the Joint Conference Board. The usual routine involved 
submission of the dispute to the grievance committee of the union, an attempt to 


adjust the matter satisfactorily with the other union or unions and the contractor, 
and as a last resort the calling in of an arbitrator. 
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Association has within it several groups, each laying claim to 
work claimed by one or more of the other groups. In the second 
place, the International Association has had to contend, on be- 
half of all of its affiliated craft groups, against encroachment 
upon the work of the pipe trades by other unions. 

The history of this controversy goes back to 1898, when 
the Steam and Hot Water Fitters applied for membership in 
the American Federation of Labor. They were opposed by the 
Plumbers, who were already members of the Federation; a 
committee was appointed to consider the matter; and the char- 
ter finally granted the Steamfitters contained the proviso that 
the Plumbers’ Association was to be allowed to keep such Steam- 
fitter members as it already had under its jurisdiction and to 
admit others to its local unions in towns where they were not 
sufficiently numerous to form branches under the Steamfitters. 
This provision in the charter caused trouble for years. Mean- 
while, other groups of specialists were emerging—the Gasfitters, 
the Sprinkler Fitters, the Railroad Fitters, and the Marine 
Fitters—and each of the national unions filed claims with the 
American Federation of Labor overlapping those of the other 
pipe-trade unions. In 1911, at the American Federation of 
Labor Convention, the Steamfitters’ charter was recalled and 
the national union was ordered to amalgamate with the Plumb- 
ers. This the national union refused to do, and for two years 
maintained its existence independent of the American Federa- 
tion of Labor. During that time the national unions as well as 
the Chicago locals were theoretically “dual,” each claiming all 
the piping work. 

Since 1913 the Plumbers and the Steamfitters have been 
members of the same international, the United Association of 
Journeymen Plumbers and Steamfitters of the United States 
and Canada, which also includes the Gasfitters, General Pipe 
Fitters, Steam Sprinkler Helpers, and Marine-Fitter Helpers. 
While the international claims all the piping work, it leaves to 
the discretion of the various locals the question of their lines 
of demarcation. 
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The jurisdiction of the United Association embraces all classes of pipe 
fitting, and the separation of the special branches of our craft is left to the 
wisdom and judgment of the members in their vicinity to be decided by a 
board composed of members, two to be selected from each local branch of 
the trade which may be in actual dispute or who may lay claim to any par- 
ticular class of work. In case the local committee of the special branches 
involved cannot agree, it shall be the duty of the two branches involved to 
select an umpire, whose decision shall be final. Any local union refusing or 
failing to abide by said umpire’s decision shall stand automatically sus- 
pended from membership in the United Association.'* 


None of the decisions of the Chicago Joint Conference 
Board, up to the time of the establishment of the National 
Board of Jurisdictional Awards, pertained to the main source 
of contention in the piping trades—the line of demarcation be- 
tween work of the Plumbers and that of the Steamfitters.*’ 
During the period between 1914 and 1922 the two unions had 
a local agreement as to their respective jurisdictions. The Gas- 
fitters’ Chicago local was declared extinct by the United Associa- 
tion in 1922, its members being ordered to affiliate with the 
Steamfitters. The secretary of the local refused to abide by the 
order of the international union, but a large number of the mem- 
bers affiliated with the Steamfitters’ local. 

Although the Joint Conference Board did little to settle the 
struggle between the Plumbers and the Steamfitters, it did ren- 
der a number of important decisions on disputes between the 
various piping crafts and other unions. In the matter of work 
in pumping stations, a jurisdictional question that caused a 
number of disputes between 1908 and 1913, it was decided that 
work in pumping stations belonged to members of the United 
Associations.** The dispute between the Steamfitters and the 
Structural Ironworkers over the installation of economizers on 
boilers was decided in favor of the former.*® Work pertaining 
to condenser pumping, claimed by both Machinists and Steam- 


* Constitution of U.A.J.P. & S.F., Sec. 151, as revised September 19, 1921. 

* Without the formal rendering of a “decision,” however, the Board did 
prevent or end a number of stoppages as a result of disputes between the Plumb- 
ers and Steamfitters. 

* Decision of July 18, 1913. * Decision of September 15, 1913. 
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fitters, was given to members of the United Association.” In 
the dispute among the various pipe trades in regard to installa- 
tion of underground work in connection with sprinkler systems, 
the Board decided that the work belonged to the Sprinkler 
Fitters and that all pipe work in connection with sprinkler sys- 
tems, including underground work and pipe work leading to 
and from tanks, should be done by members of the United Asso- 
ciation.** The installation of Holt roofing connections, claimed 
by both Plumbers and Steamfitters, was given to the former.” 

The National Board of Jurisdictional Awards has made con- 
siderable progress toward a determination of what belongs to 
the pipe trades and what to the others, but it has done little 
more than the Chicago Joint Conference Board toward deter- 
mining the specific jurisdiction of the various crafts affiliated 
with the United Association.** In the controversy between the 
United Association and the Amalgamated Sheet Metal Workers 
International Alliance concerning installation of air washers, 
fans, and blowers, the Board reached the compromise agreement 
(the decisions of this board, like those of most arbitration bodies, 
being compromises) that all sheet metal work of No. 10 gauge 
or lighter, when used on air washers, fans, or blowers, or on the 
housing of the same, should be recognized as the work of the 
Sheet Metal Workers, while all pipe fitting in connection with 
the same should be recognized as belonging to the Steam- 
fitters.** In the dispute between the Steamfitters and Steam 
Engineers over the question of low-pressure heat during the 
completion of the heating system while the building was under 
construction, it was decided that jurisdiction should rest with 
the former until a general test had been made and the work 
accepted by the owner or his agent.”* The controversy between 
the Brotherhood of Painters, Decorators, and Paper Hangers 

*® Decision of October 27, 1913. 

*™ Decisions of December 22, 1913, and September 22, 1914. 

* Decision of April 6, 1917. 

* Since 1919, when the National Board was established, the decisions of the 


local Joint Conference Board have merely been temporary, ultimate decision as 
to jurisdiction resting with the National Board. 


* Decision of March 11, 1920. * Decision of August 2, 1923. 
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and the United Association concerning the bronzing and paint- 
ing of radiators and pipe connections was decided by a reitera- 
tion of the 1912 American Federation of Labor ruling that the 
Painters should have all work in which the use of their tools 
was involved and by the injunction that “the United Associa- 
tion of Plumbers and Steamfitters is instructed to require that 
all its affiliated unions desist from further trespass upon the 
Jurisdiction of the Brotherhood of Painters, Decorators, and 
Paper Hangers of America.”*® 

While the pipe trades, like all others, have distinct techno- 
logical problems that give rise to distinct jurisdictional troubles, 
the general nature of the conflicts and the decisions that have 
been rendered are illustrative of the inevitability and the diffi- 
culty of solution of such problems in the construction industry. 
As long as industry is a changing, dynamic thing, as long as 
new tools and new materials are coming into use, as long as an 
extreme subdivision of labor obtains, it is inevitable that organ- 
ized groups will quarrel among themselves as to which has the 
right to control terms and conditions of employment. If indus- 
trial unionism, instead of the craft form of organization, ob- 
tained in the construction industry, it is conceivable that many 
of these disputes might disappear; but it so happens that indus- 
trial unionism does not obtain in the building industry, nor is 
it likely to come in the near future. And the awards that have 
been made, both by the local board and the national, have been 
for the most part compromises. A board of adjudication can 
establish certain broad premises to govern its awards, it can 
take as a working principle similarity of work, materials, or 
tools, but it cannot establish any very definite or permanent 
rules of the game. In an industry of rapidly changing technol- 
ogy there can be no absolute or final standards ever ready for 
application. 

The Carpenters’ jurisdictional disputes ——The Brotherhood 
of Carpenters and Joiners, the largest of the national building- 
trades unions, has been in a more or less defensive position so far 
as its jurisdiction has been concerned for more than a quarter of 


* Decision of April 28, 1920. 
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a century. The Brotherhood includes two large groups, the 
“inside workers,” or mill hands, and the “outside workers,” and 
each of these really includes several separate crafts. It early 
came into conflict with the Sheet Metal Workers as a result of 
the increasing use of metal trim, and this dispute finally, in 1920, 
resulted in the withdrawal of the Brotherhood from the Build- 
ing Trades Department of the American Federation of Labor. 
The use of iron and steel frames in large buildings, iron stair- 
ways, tile floors, and tile wainscoting encroached upon the work 
that had early been the Carpenters’ special province. One can- 
not study the record of the Brotherhood without realizing that 
it has perhaps been a little too aggressive in its jurisdictional 
claims. Everything involving the use of wood or a substitute 
for wood has been demanded by the Carpenters at one time or 
another, and the Carpenters’ District Council of Chicago has 
not manifested any great inclination to make compromise agree- 
ments with the unions disputing its jurisdictional claims. It al- 
ways was willing to abide by the decisions of the Joint Con- 
ference Board, however, and the decisions of this body indicate 
that the local Carpenters have received at least an even break. 
One of the decisions rendered settled the long-standing dispute 
between the Carpenters and the Sheet Metal Workers on sheet- 
metal form work, the decision being that “the Sheet Metal 
Workers are conceded the work of setting in position, tamping, 
and bolting all Sheet Metal forms used in concrete construction, 
the Carpenters to brace and line said forms.’*’ The Millwrights, 
affiliated with the Carpenters’ District Council, disputed with 
the Machinists for years before the Board was set up over the 
erection of coal and ash conveyors and package conveyors. The 
Board decided that “the field work necessary for the erection 
of coal and ash conveyors and package conveyors now claimed 
by the Machinists is awarded to the Millwrights affiliated with 
the Carpenters’ District Council.”** The issues involved in the 
dispute concerning the installation of conveying and elevating 
machinery, claimed by the Millwrights and Structural Ironwork- 
ers, are sufficiently typical of the way each side in a controversy 


* Decision of May 18, 1913. * Ibid. 
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may make an almost equally strong case on the basis of kind of 
work, materials, and tools to merit a little more detailed men- 
tion. The Board decided in this case that 


inasmuch as all elevating and conveyor units, such as screw or spiral con- 
veyors, flight or scraper conveyors, bucket elevators, beltways, and like ma- 
chines must be accurately aligned and carefully leveled and lined up, and 
inasmuch as this necessarily applies quite as much to the correct setting or 
placing, erecting, drilling for and connecting of legs, stands, hangers, tracks, 
guides, troughs, casings, and supports, which are especially erected for the 
sole purpose of carrying and operating the conveying mechanism and ma- 
chinery, as it does to the setting of the terminal or corner shafts, it is de- 
creed that all portions of such supporting parts and attachments that do not 
form a structural portion of a building, tower or tressle, and are exclusively 
designed for the shafting, tracks, or guides, including the steel cross sup- 
ports or bearings, stands, hangers, legs, troughs, casings, rails, or guides, 
shall be considered as millwright work except . . . . steel chutes for de- 
livering to elevators and conveyors from hoppers and steel chutes for re- 
ceiving from elevators or conveyors to hoppers, but whose closing or oper- 
ating devices, such as gates, slides, and valves are not a part of or connected 
to or operated by power machinery. 


The excepted work was conceded to the Ironworkers: 


But where such closing or regulating gates, slides, and valves are oper- 
ated by or connected to motors, gears, rope or belt drives, or other me- 
chanical power machinery for their operation and regulation, and having 
then to be aligned and leveled up accurately with and form a part of such 
operating machinery, same are hereby considered as millwright work. 


Steel elevator casings around vertical legs of elevators were con- 
sidered as millwright work because “they must be carefully set 
and aligned with the machinery they contain or support, thereby 
forming an integral part of the machinery.” Steel coal and grain 
bins or tanks, steel track hoppers, steel coal and ash pockets, 
the steel structure of hoisting towers, and steel and iron sup- 
ports of coal and grain bins and hoppers were decided to be 
within the legitimate province of the Structural Ironworkers.” 

In settling the dispute between the Carpenters and Roofers 
over installation of strip shingles, the Board decided that “the 
Carpenters be awarded the work of installing the single or indi- 
vidual shingle and the roofers be awarded the work of strip or 


* Decision of May 12, 1916. 
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roll shingles.’”*° When the Carpenters, Plasterers and Pipe- 
Coverers came to the Board with a dispute over cork insulation, 
the Board decided that none of the three was entitled to the 
work but that it properly belonged to the Asbestos-Workers.”* 
The dispute between the Tile Roofers and Carpenters over the 
work of stripping the roof for tile roofing was awarded to the 
Roofers.** In the controversy between the Carpenters and 
Bricklayers concerning jurisdiction over floor deadening, the 
Board decided that “the Stevens system or any other system of 
floor deadening . . . . and placing of the strips shall be the 
work of the Carpenters, and where the chairs are set in mortar 
or cement it shall be the work of the Bricklayers.”** 

The decisions of the National Board of Jurisdictional 
Awards bring even more clearly into view the way changes in 
architectural methods have brought encroachment upon the 
work of the Carpenters by other groups. In the days when 
practically all roofing consisted of shingles there was no one to 
dispute the right to this work with the Carpenters. But with 
the increasing use of asbestos shingles, prepared paper roofing, 
and asphalt roofing, there developed a trade jurisdictional dis- 
pute which properly comes under the classification of “dual 
unionism.” Before the decision of the National Board on April 
28, 1920, the Carpenters claimed all the work of the United 
Slate, Tile and Composition Roofers’ Association. In the deci- 
sion rendered on the above-mentioned date the Roofers’ Asso- 
ciation was awarded the work of laying asbestos shingles, pre- 
pared paper roofing, and asphalt roll roofing, while the Brother- 
hood of Carpenters and Joiners was awarded the work of lay- 
ing asphalt and strip shingles. This was the first of several de- 
cisions unsatisfactory to the Brotherhood which finally resulted 
in its withdrawal from the Building Trades Department of the 
American Federation of Labor. The increasing use of a prep- 
aration known as “Bestwall,” a substitute for lath and plaster, 
brought a dispute among the Brotherhood, the Operative Plas- 
terers and Cement Finishers International Association, and the 

* Decision of February 22, 1916. * Decision of March 8, 1916. 

*™ Decision of August 16, 1916. * Decision of April 6, 1917. 
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International Union of Wood, Wire, and Metal Lathers, a dis- 
pute finally settled when the Board decided that “jurisdiction 
shall rest with the Carpenters where the material is paneled or 
used as sheathing, but when cut, fitted, and pointed the Plas- 
terers are recognized to have jurisdiction.”** The erection of 
scaffolds for building construction was long a subject of dispute, 
the work being claimed by the Carpenters, Laborers, Brick- 
layers, and Plasterers. The dispute is significant in that it illus- 
trates the tendency of the skilled workers, whose wages are uni- 
formly higher, to resist efforts of the employers to have any part 
of their work done by unskilled workers. The Board in this case 
accepted the viewpoint of the contractor that it is his right to 
employ laborers to do work they can as well do as the higher- 
paid workers, deciding that “the erection and removal of all 
scaffolds, including trestles and horses used primarily by Lath- 
ers, Plasterers, Bricklayers, and Masons shall be done by the 
Mechanics and Laborers in those trades as directed by the em- 
ployer.’** It did, however, concede all “self-supporting scaffolds 
over fourteen feet in height or any special designed scaffold or 
those built for special purposes” to the Carpenters. In the hear- 
ing over the placing of metal-floor domes, the Carpenters won 
their case against the Sheet Metal Workers, it being decided 
that the placing of such domes, “whether temporary or perma- 
nent, whenever supported by wood props or other wood supports 
and used as forms for concrete construction, come within the 
jurisdiction of the Carpenters’; ** but the local Carpenters lost 
an appeal from the Chicago Joint Conference Board Award on 
metal doors and trim work, the National Board deciding that 
such work, whenever the material was of No. 10 gauge or lighter, 
belonged to the Sheet-Metal Workers.*’ In 1920 the Carpenters 
also lost jurisdiction over work on hollow sheet-metal frames 
and sash—work which they had claimed since the nineties, when 
the Sheet Metal Workers first emerged as specialists to under- 
take this work.** This decision was characterized by officials 


* Decision of April 28, 1920. 
* Decision of April 28, 1920. * Decision of December 4, 1920. 
* Decision of December 4, 1920. * Decision of December 4, 1920. 
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of the Brotherhood as “the last straw,” and shortly thereafter 
they withdrew from the Building Trades Department of the 
American Federation of Labor. 

The Hod Carriers’ jurisdictional troubles —The claims ad- 
vanced by the Hod Carrier and Building Laborers and the oppo- 
sition to these claims on the part of the skilled trades are illus- 
trative of the way differences in wage scales lead to jurisdic- 
tional troubles. Organized workers feel that if the less well- 
paid groups are allowed to do a greater part of the work, there 
results a diminution of the total product of industry going to 
the wage-earners—a diminution the incidence of which eventu- 
ally will affect all. Consequently, the skilled trades directly con- 
cerned in controversies with the Laborers have generally had 
a more or less general support from all except the unions of 
unskilled workers. 

At the present time, the International Hod Carriers, Buiid- 
ing and Common Laborers’ Union claims the 
wrecking of buildings, digging of trenches, piers and foundations, holes, dig- 
ging, lagging, sheathing of said foundations, holes, and caisson work, con- 
crete for building, whether foundations, floors or other work, whether done 
by hand or any other process tending to masonry; mixing and handling all 
material used by Masons except the Stone Setters, building of scaffolding for 
Masons’ Plasterers, building of centers for fireproofing purposes, tending to 
Carpenters, tending to and mixing all materials for plastering, whether done 
by hand or other processes; clearing of débris from buildings, shoring, un- 
derpinning and razing of old buildings, drying of plastering when done by 
salamander heat, handling of dimension stones.*® 


It will be noted that almost every part of this statement over- 
laps in its claims the jurisdiction claimed by other unions and 
that the international has, in its claims, disregarded a number 
of decisions that have been rendered by the National Board of 
Jurisdictional Awards. 

The Chicago Joint Conference Board, composed, it will be 
remembered, of an equal number of employer representatives 
and union representatives, always tended to allow the Laborers 

* Jurisdictional claims filed with the Building Trades Department in 1923 


(Report of Proceedings of Seventeenth Annual Convention of the Building Trades 
Department of the American Federation of Labor, p. 20). 





108 ROYAL E. MONTGOMERY 


the work they could do as well as the Mechanics. In its first 
decision, concerning work done under the suspension steel con- 
crete system, which was claimed by both the Structural Iron- 
workers and Lathers as well as by the Building Laborers, the 
Board decided: 


Filling of pipe beams and columns with concrete either before or after 
they are put in place . . . . shall be done by the laborers. All pipe beams 
and columns shall be handled by the Building Laborers before erection be- 
cause of the necessity of filling with concrete. Building Laborers shall put in 
place all floor and roof reinforcing wires of the suspension steel concrete 
system already for stretching and tightening, shall place all reinforcing rods 
in floors and roof, and shall erect and remove all scaffolding.*° 


The Chicago Board always avoided the moot question of who 
should set the reinforcing rods in concrete construction work, 
its only decision being that at the expiration of the Laborers’ 
agreement, it would “use its influence to bring about satis- 
factory and harmonious arrangements.’** The dispute dragged 
on for years in the Chicago market and was not settled until 
1920, when the National Board decided that 

the loading, unloading, carrying and handling of all rods and material for.use 
in reinforced concrete construction shall be done by the laborers under the 
supervision of such person as the employer may designate. The hoisting of 
rods, except when a derrick or outrigger is used, shall be done by the 
laborers.*? 


The work of installing expanded metal-wire mesh used in rein- 
forcing concrete work, claimed by the Lathers and Labocers, 
was given to the former by decision of the local Board.** The 
dispute between the Building Laborers and Cement Finishers 
as to work involved in remedying defects in concrete was de- 
cided by the National Board on the basis of tools used, the de- 
cision being that “where finishing tools are not used or required 
the work shall be done by the laborer, but the filling of voids 
and other work requiring patching, where finishing tools are 
used and required, shall be done by the Cement Finishers.” 

“ Decision of July 18, 1913. 

“ Decision (Chicago Joint Conference Board) of April 9, 1914. 

“ Decision (National Board) of August 2, 1920. 

“ Decision of May 3, 1916. “ Decision of August 2, 1920. 
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The machinery of adjustment.—A recital of jurisdictional 
disputes and decisions might be continued indefinitely, but the 
foregoing account of the conflicts in which the locals of three 
of the numerically strongest crafts have been involved i§ suffi- 
cient to indicate the sources of these troubles, the reasons unions 
so jealously guard their jurisdiction, and the lack of any defi- 
nite or satisfactory standards for the adjudication of such dis- 
putes. There remains a consideration of the machinery which 
has been established for the settlement of conflicts that will con- 
tinue to arise in the building industry as long as members of the 
various unions feel that the amount of work at any one time is 
limited, that each group has a vested interest in its particular 
work, that it is detrimental to the interests of the wage-earners 
to allow work to be done by the poorly paid unskilled workers, 
and that an overlapping of jurisdiction may result in training 
men the employer can use during strikes. 

In spite of the fact that the jurisdictional disputes have not 
been eliminated in the Chicago market, the Joint Conference 
Board rendered some thirty-nine decisions on important and 
long-controverted questions of jurisdiction between 1913 and 
1919,*° and it reduced the average annual number of stoppages 
due to jurisdictional troubles to approximately one-third of what 
they were during the period from 1908 to 1912.*° The Board 
was, in fact established with the setting up of the Joint Con- 
ference Committee to settle the 1913 lockout, and the temporary 
Committee was made permanent on July 18, 1914, when rep- 
resentatives of both the Building Trades Council and the Build- 
ing Construction Employers’ Association agreed “to use their 
united power and combined strength to compel by all lawful 


“Since 1919 the decisions have been only temporary, since they are subject 
to ultimate approval or reversal by the National Board. The agreements, how- 
ever, still pledge the unions and employers to abide by the awards of the Board 
until a final decision has been rendered by the national body. 

“ No accurate data on the number of jurisdictional strikes have been kept by 
either the Building Trades Council or the Building Construction Employers’ Asso- 
ciation. A study of conditions both before and after the establishment of the 
Joint Conference Board shows, however, that jurisdictional disputes have been 
reduced in recent years to approximately one-third the former number. 
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means their affiliated organizations and members to carry out to 
the letter all the conditions [of the Joint Conference Board].’’*’ 
Eight representatives of the Building Trades Council and eight 
representatives of the Building Construction Employers’ Asso- 
ciation have been members of the Board. Its function as an arbi- 
trator of jurisdictional disputes has been, of course, only one 
phase of the work of the Board.** 

The fact that some of the decisions rendered in the Chicago 
market were contrary to those rendered at the national con- 
ventions of the Building Trades Department of the American 
Federation of Labor and that some of the strongest unions, as 
already indicated, showed a greater disposition to go along with 
their internationals than with the Building Trades Council cre- 
ated a difficulty in the enforcement of the awards of the local 
Board. The same difficulty was experienced in other building 
markets having local jurisdictional boards; and as a result of 
the intervention of the United States Department of Labor 
through conciliator John B. Lennon, the National Board of 
Jurisdictional Awards was established in 1919. 

The National Board consists of eight members, three of 
whom are selected by the Building Trades Department of the 
American Federation of Labor from among the international 
officials, and one each from the American Institute of Archi- 
tects, the Engineering Council of America, the Associated Gen- 
eral Contractors of America, the National Association of Build- 
ers’ Exchanges, and the National Building Trades Employers’ 
Association.*® Each member holds office for two years and is 
eligible for re-election.*° Officers are a chairman, vice-chair- 
man, and secretary-treasurer, the first two being elected from 
the duly accredited representatives by a majority vote of the 
Board and the secretary-treasurer being appointed by the Board 


“ Par. 1 of the agreement creating the Joint Conference Board. 

“See my book, of. cit., chap. v. The Board is, of course, the court of ap- 
peals for the arbitration boards which are set up in each trade under the terms of 
the “Uniform Form of Agreement.” It is discussed here only in so far as it per- 
tains to the settlement of jurisdictional disputes. 


“ Constitution, Art. 14. * Ibid., Art. 15. 
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and serving with voice but no vote."' The duties of the Board 
are “to hear claims for jurisdiction over work performed by the 
building trades and to determine by which trade the work in 
contention shall be performed and to make an award in con- 
formity with the facts submitted by the contendants.”” At 
least a two-thirds vote of members of the full Board is required 
to render an award, and all international unions and their mem- 
bers are bound to abide by the decisions. The Board may, and 
frequently does, appoint special committees to investigate any 
case brought to its attention. When the Board fails to make an 
award an umpire may be agreed upon whose findings are final, 
and when it is unable to agree upon an umpire the Board re- 
quests the Secretary of Labor of the United States to name one.” 
When a jurisdictional dispute arises the employer to whom the 
work has been given is allowed to proceed with such workmen 
as he may see fit to employ, pending a decision of the Board, 
but the right of any contestant to the dispute is understood not 
to be prejudiced in his claim for a final award by such employ- 
ment.** The membership of each international union in the De- 
partment is pledged not to take part in sympathetic strikes in 
any case of jurisdictional dispute, and the labor organizations 
signatory to the agreement (to form the National Board) “shall 
secure the enforcement and compliance of the organizations 
with the provisions of this agreement and the awards of the 
Board.” Local organizations refusing compliance with the 
awards of the Board “shall be suspended from their inter- 
national organization and the international organization shall 
proceed at once to man the job and the employer shall co-oper- 
ate with the international organization in so doing.” Architects, 
engineers, or employers represented on the Board through one 
of the member organizations are subject to suspension from 
their respective associations for failure to comply with the 
awards of the Board.’ As a step toward averting jurisdictional 
strife the Board recommends that new materials, specialties, 

® Ibid., Art. 21. 

" Ibid., Art. 2. * Ibid., Art. 8. 

* Tbid., Art. 6. * Tbid., Art. 9. 
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and methods of application be submitted to it for approval be- 
fore being specified or used, provided that six members of the 
Board have agreed that the subject has not been previously 
covered.” 

The outlook.—To express a hope that the machinery of ar- 
bitration now established will eliminate jurisdictional disputes 
from the construction industry within the next few years would 
be to manifest a fatuous and unwarranted optimism. One of the 
weaknesses inherent in arbitration has already been manifested 
by both the Joint Conference Board and the National Board— 
the fact that unions cannot be compelled to abide by the deci- 
sions of an arbitrator or arbitration body. The Brotherhood of 
Carpenters and Joiners, numerically the strongest of the con- 
struction unions, left the Building Trades Department of the 
American Federation of Labor when it was not satisfied with the 
decisions of the Board. Perhaps the greatest achievement of the 
national body has been its success in getting the international 
unions to agree that under no circumstances will their members 
participate in a sympathetic strike; but sympathetic strikes 
have taken place in spite of this promise. As long as unions feel, 
very logically, that any encroachment upon their work by other 
unions constitutes a danger to their members, and as long as 
changes in materials, the use of new and similar tools by the 
various crafts, greater subdivision of labor, and technological 
changes are taking place, the labor organizations will have ample 
grounds to dispute as to their respective jurisdictions. 

But, on the other hand, the importance of the steps that 
have been taken to eliminate the jurisdictional dispute must not 
be underestimated. The fact that all the internationals affiliated 
with the Building Trades Department have recognized the need 
of some permanent machinery to settle such conflicts and that 
they have supported that machinery to the extent of outlawing 
the sympathetic strike—something few of them would have 
been willing to do twenty years ago—is perhaps as encouraging 
as the actual accomplishments of the Board. And regardless of 
its insistence that each decision rendered is intended to apply 


* Constitution, Art. 13. 
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only to the dispute under consideration, the Board is gradually, 
in spite of itself, laying down certain general principles, estab- 
lishing certain precedents, that will at least be helpful in settling 
questions of demarcation in the future. Inevitable as jurisdic- 
tional disputes are in the construction industry and certain as it 
is that they are going to arise many times in the future, the very 
fact that there is this machinery of adjustment means that 
greater progress than ever before has been made toward mini- 
mizing their evil effects. 
Roya E. MONTGOMERY 
UNIVERSITY OF CHICAGO 





THE LABOR POLICY OF THE ONEIDA COMMUNITY 
LTD. 


The Oneida Community Ltd., makers of plated silver table- 
ware, is a business corporation with capital and surplus of 
$7,851,323 and a working force of two thousand operatives. 
The factory buildings are situated at Sherrill, in central New 
York, in a country of small villages and fertile rolling farm 
land. They lie at the edge of the trim and pleasant settlement 
in which the workers live. Just over a mile beyond live the man- 
agers in a group of houses clustered about the Mansion, or the 
Big House, as its country neighbors still call it, the seat of the 
old Oneida Community. 

The Oneida Community, as students of our social history 
will recall, was the rare, possibly the unique, instance of a group 
devoted to the experiment of communistic living who made a 
business success. Its lineal descendant, the present business 
corporation, inherits a double tradition of commercial efficiency 
and shared prosperity. The present paper attempts to show 
how the company has developed this tradition. 

When the community broke up in 1880, the business con- 
sisted of five enterprises, viz., the making of spool silk, traps, 
chains, canned fruit, and silverware. These enterprises were or- 
ganized as a stock company with its shares distributed among 
the former members according to a plan which took into account 
both the years of service and the goods and money each had 
brought to the community. To each member for each year of 
service was issued one share of stock with the par value of $100, 
together with an amount of stock equal to one-half his contribu- 
tion to the common property. In the years immediately suc- 
ceeding the dissolution, many families sold their stock and 
moved away. Had any group been able to buy up a majority 
interest, it is possible that an ordinary commercial company 
might have developed. But the group of young people who had 
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been born into the community, who had been brought up in the 
Children’s House, as the communal nursery and school were 
called, responded to an unusual set of impulses. This younger 
generation came to have an active part in the business about 
1895, when, under the leadership of Mr. Pierrepont Noyes, still 
president of the company, a new development of the institution 
began. Mr. Noyes resolved to preserve the group and to trans- 
mute its broken ideal of complete equality to a less strained and 
difficult way of life, but one which should, nevertheless, preserve 
a substantial amount of the old spirit. It was resolved that the 
consolidation of holdings should cease; that no family should 
own more than 3 per cent of the stock. The executives of the 
company limited their salaries to modest sums, far below the 
market rate for their services. Under these provisions, although 
the group had divided into family units and communism was 
dead, there was no chance for great inequality of fortune. The 
enforcement of the common rule backed by the discipline and 
religious sanctions of community days had gone; the period of 
dissension was passing; there arose a spontaneous loyalty to 
the company, in the belief that the prosperity of each must come 
through the progress of the whole. 

Even in the days of strict communistic living, the Oneida 
Community had had business dealings with the unregenerate in- 
dividualistic world; they had sold in a competitive market and 
they had hired labor. The wage-earners had been engaged in 
the ordinary way and paid an ordinary wage. But this wage had 
been liberal according to the standards of the countryside. The 
incomes, moreover, of the owning group had been small; its 
members had frequently worked with the men, and a friendly 
comradeship had resulted. When the Community became a lim- 
ited company, the same spirit carried over. As the company 
grew prosperous, the managers saw to it that the workers shared 
in the prosperity. In the course of time, however, the growth 
in numbers made a system necessary, and the company set about 
the formulation of a labor policy. It is, of course, apparent that 
the obligation—or, it may be considered, the opportunity—of 
a country factory is greater, to those who are inclined to use it, 
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than could be that of a factory situated in a city. The Oneida 
Community, Ltd., was inclined to see its relationship to its work- 
ers in its widest aspects. Its labor policy consists, therefore, not 
only of good wages and good working conditions, but of arrange- 
ments for a good community life. As the foundation of a work- 
er’s life must be his wage, I shall deal first with that phase of the 
question. 

The wage policy of the company has been so much affected 
by the war that it seems best to set it forth as a narrative of 
war experience and after-war adjustments. Possibly it was their 
own low salaries which made the executives so soon aware of 
what rising prices meant to fixed incomes. At any rate, as early 
as January, 1917, they established a bonus wage. The bonus 
was not amalgamated with the regular wage, but was paid in a 
special envelope bearing the legend, “The High-Cost-of-Living 
Wage.” It was based on Bradstreet’s index; whenever Brad- 
street showed twenty points’ advance in prices, the worker re- 
ceived 1 per cent addition to his weekly wage. In choosing a 
wholesale price index, the company deliberately gave the worker 
the benefit of the lag of retail prices. The separate payment of 
the bonus seemed to provide the machinery for a continuing 
adjustment of wages to prices, for obviously it would work as 
well for a falling as for a rising market. Here was a device for 
avoiding the friction of a reduction of wages, but the company 
chose to cast it aside. In November, 1920, at the peak of prices, 
it abandoned the two pay-envelopes, added the bonus (at that 
time 50 per cent) to the weekly wage, and established this sum 
as the standard rate. This high wage, it is not suprising to learn, 
proved a severe handicap when the market broke in 1921. So 
great was the falling off of sales in that year, when the war boom 
finally collapsed, that the management had to face the question 
of closing the works. Their action can best be described in the 
words of the general manager: 

We worked four days a week early in the year; finally, three days a 


week with a four weeks’ shut down. The shut down was not all at one time, 
but was sandwiched in so as to keep some wages going to the men. In other 
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words, we stuck by the employees; didn’t fire them; and made more goods 
than we sold, all at a loss, for, in my opinion, unemployment is the greatest 
factor in labor unrest. Necessity forced many concerns to let some even 
of the older employees walk the streets. Necessity dictated the same course 
for us, but we stood it off. 


They “stood off” unemployment and they maintained rates, 
but at such cost that by autumn it became necessary to take 
drastic action. President Noyes called all the employees to a 
meeting and told them of the losses. He asked them to under- 
stand that their continued employment was bound up with the 
financial soundness of the company, and explained that the in- 
crease of wages by the addition of the bonus had been an unwise 
policy. It had been sharing profits before the profits had been 
earned. Would the men accept, he asked, a 33 per cent reduction 
in wages and the promise that profits would be shared with them 
if any were earned? And this proposal, I am told, received the 
greatest hand clap in the history of the company. 

The promise to share profits took shape in what is called 
the “contingent wage.”’ The total of the contingent wage is one- 
half of the earnings of the company after paying taxes and pre- 
ferred dividends and 7 per cent on the common stock and sur- 
plus. One-quarter of the total contingent wage is paid to the 
employees in proportion to their regular wages, and three-quar- 
ters on the basis of their service wages (to be explained below). 
The contingent wage is paid at the end of the business year and 
to all who have shared in the work of the year, regardless of 
whether they are still in the employment of the company at the 
period of payment. The sums so far distributed as contingent 
wage have been, for 1922, $300,000; 1923, $490,000; 1924, 
$164,000; 1925, $221,000. Thus profit-sharing was established 
as the result of the company’s attempt to save its men from the 
losses of a war-time market. Since the men have been given an 
interest in final results, i.e., in profits, it has been observed that 
they are more careful in the use of material, more sparing in the 
use of heat and light, less destructive generally. The closest 
observer of the workers reports that this system has fostered 
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thrift for the men personally as well as for the company; that 
the contingent wage is usually saved. It is certainly true of 
Americans, if not of all nationalities, that it is easier to bank 
considerable sums than to accumulate small parings from the 
weekly earnings. 

The service wage was instituted in 1918. It is an increase in 
the wage rate with increase in the length of service. After a man 
has worked three months with the Oneida Community Ltd., he 
receives an additional 1 per cent of his weekly wage, listed on 
his pay envelope as “service wage.” The service wage increases, 
as is shown in the following table, till at the end of twenty years 
it amounts to 12 per cent of the weekly wage: 


Percentage 
of Weekly Wage 
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After 6 months 

After 9 months 

After 12 months 

After 2 years 

After 3 years 

After 4 years 
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The contingent and the service bonuses together add, on the 
average, 17 per cent to the base wage; the nature of the service 
wage so distributes this increase that the older men get an aver- 
age increase of 22 per cent.’ 

The service wage is the Oneida Community’s solution of the 
problem of the labor turnover. The company’s withdrawals are 
negligible; the actual figures for the past three years are as 
follows: 

* This is an extremely high rate of dividend as compared with most profit- 
sharing plans. In 1916 over one-half of the plants which had profit-sharing plans 
paid profit-dividends which amounted to less than 6 per cent of the pay-roll; 20 
per cent paid dividends of from 6 to 8 per cent; and only 18 per cent paid divi- 


dends of more than 15 per cent. (See Bulletin 208, U.S. Bureau of Labor Statis- 
tics, Profit-Sharing in the United States, p. 20.) 
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Percentage 
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* These turnover are, of course, very low as com: 
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period 1918-19. 
It has a “live” file of applications for work numbering two 
thousand names; it has the picked laborers of one hundred 
square miles of countryside. Neighboring employers may, in 
self-defense, have to adopt some of these good habits, even 
though the contagiousness of its good habits is limited by the 
company’s growth. The company’s general manager is enthusi- 
astic over the service wage. To him it seems not only a good 
habit, but good business, bringing a full return in the reduction 
of losses from imperfect goods and in an added speed which 
arises from the continuing co-operation of the same workers. 
In addition to this almost measurable business return it has a 
good effect on that subtle thing, the spirit of the men. It re- 
moves a grievance older workers sometimes feel when no recog- 
nition is given for loyalty and service, ‘and when times are poor 
and no advances can be made, the service wage automatically 
gives an increase in pay and the world isn’t so dull after all.” 

In describing the contingent and service wages, the more 
unusual features of the company’s arrangements, I have neg- 
lected to note the character of the standard rate. It is, wherever 
it has been possible to establish it, a piece wage at rates slightly 
higher than those prevailing in the silverware industry or in the 
neighborhood of Oneida. I am told that one of the slogans in 
the labor office is: “Before profit-sharing, pay good wages.” 
Part of the “good wages,” it must be noted, is an annual week’s 
holiday with pay. 

It may be thought that the wages paid by a business are 
paid to the men in the works, but this was not the whole truth 
at the Oneida Community Ltd. during the war. The company 
paid into the bank accounts of all single men drafted for service 
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one-half of the difference between army pay and their average 
standard wage increased by the high-cost-of-living bonus. To 
the families of married men it paid the whole of such difference. 
The general manager, rather a labor enthusiast, maintains that 
this was not a gift to the men nor a cost to the company, for it 
all came back to the business in increased loyalty and good 
feeling. But this, it hardly needs pointing out, is not an account- 
ant’s notion of costs and returns. 

The employee of the Oneida Community Ltd. has, to re- 
sume, a high standard wage, a service wage, a share in profits, 
and a week’s hoiiday with pay. The management would like to 
provide, in addition, continuous employment. I have pointed 
out that in 1920 the company was willing to suffer a certain 
amount of loss for this ideal, but losses in a business are self- 
limiting. The company is now making an effort to regularize the 
volume of business through the year by attempting to forecast 
sales. If it succeeds in this, it will have eliminated at least the 
seasonal variation of employment and have made an important 
contribution toward the solution of a most difficult problem. 

The company adheres to what I believe is a rather unusual 
rule in regard to promotion: it never puts in an outsider at the 
top. All the men work up through the ranks. This does not 
mean that the administrative force is recruited from the fac- 
tory—though some men have left the machine for the desk— 
but that advancement lies through the grades of each depart- 
ment. By this means every man has an incentive to do his best, 
and a sense of justice and a cheerful hope of getting on prevail. 

The company has done something toward converting its 
wage-earners into partners by offering them the chance to pur- 
chase stock. Originally this offer embraced only the executives. 
In 1917 it was enlarged to include all employees, who were given 
the opportunity to buy a limited amount of stock on an option 
plan under which the company had the right of repurchase when 
the owner died or left its employment. This plan operated suc- 
cessfully until 1921, when hard times forced so many of the 
younger men to sell their stock back to the company that it 
seemed wise to limit the offer to men of ten years’ service. At 
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present any employee of ten years’ standing may purchase eight 
shares of stock per year. The company no longer retains the 
option or the obligation to repurchase. Additional stock is made 
available for distribution to executives, salesmen, and factory 
managers at the discretion of the board of directors. More than 
one-half of the employees have become stockholders, and as 
such their interest in good work, roused by the contingent wage, 
must be further stimulated. The manual workers own 10 per 
cent of the stock; the executives, salesmen, foremen, own an 
additional 73 per cent. 

It may be asked whether the wage-earners at the Oneida 
Community Ltd. who share in its profits and ownership also 
share in management. They do not, it must be said at once, if 
by management is meant control of business policy. The com- 
pany is willing to have the men deal with working conditions, 
but that is a different affair. And, as a matter of fact, the men 
have never asked for any formal arrangements; they find it 
more natural to approach the management in a simple man-to- 
man fashion. It may well be—and I think the origin of the 
Whitley councils points that way—that where the demand for 
democratic controls arises, there have been grievances and un- 
rest. Where good will exists, a bill of rights is unnecessary, for 
it is a false analogy which finds a warrant for the democratic 
control of industry in the necessities of political life. The direc- 
tors of the company know, as does anyone who considers the 
problem seriously, that the kind of responsibility, intelligence, 
and technical knowledge required to run a highly competitive 
business cannot be supplied as extra service by men engaged in 
manual work. One may say of the descendants of the Com- 
munity that they have tested the rule of equality by a long 
experience and know its possibilities and limitations. 

In 1917 the company decided to move its silverware factory 
from Niagara Falls to Sherrill, where its trap factory, since sold, 
already stood. This meant that it undertook to turn a hamlet 
into a town, or, as it has since become, a city, the smallest in 
New York State. It meant also that it had to move its labor force 
or find a new one. How many companies would have found it 
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possible to persuade several hundred men and their families to 
leave the bustling excitement and cheap pleasures of an excur- 
sionist city for the quiet of a pastoral countryside; to agree to 
move to a town not yet created? The Oneida Community Ltd. 
did persuade its men; it built a town and a factory. When all was 
ready at Sherrill, a special train carried the men, their families, 
their household goods, and the machinery some two hundred 
miles eastward. One week after the doors of the factory closed 
at the Falls, the factory at Sherrill was running full time. 

The town the company had built has at its center large 
recreation fields; it has broad streets planted with trees; it has 
school buildings and an endowed library. The houses are of 
the small, detached type built of wood or stucco, each standing 
on its own plot of ground. The town was, to begin with, com- 
pany owned, but under encouragement the men soon bought 
their own houses. When more houses were needed, the company 
assisted the men to undertake the building, and under the super- 
vision of a skilled architect, whose services the company fur- 
nished, the new houses have grown in charm and variety. 

The help the company offers to home-builders is substan- 
tial. If a man shows that he has saved ro per cent of the esti- 
mated cost of a house, the company sells him improved land at 
$7.50 a front foot and undertakes to arrange the financing. 
Usually the banks at Oneida, the nearest city, advance money 
on a first mortgage; the company itself, on a second. The worker 
pays off the mortgages in twelve annual instalments, and when 
his house is finished, receives from the company $200 as special 
bonus, a substantial part of the price of the land. The company 
has not only provided the worker with extremely cheap land, 
but has enabled him to secure money at the best rates and the 
advice and services of an architect without cost. 

The Community Associated Clubs is the organization which 
looks after the general welfare and the social activities of the 
workers. All of the employees have joined. The dues are $10 
a year, and the company pays into the club treasury a sum equal 
to the total dues collected. 

The club’s most beneficial work probably lies in its insurance 
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department. All members under sixty-five years of age are cov- 
ered by group insurance, ranging from $500 to $2,500 depend- 
ing on the length of continuous service with the company, 
whether they are married or single, number of children, etc. 
Members over sixty-five years are covered by an annuity policy. 

Sickness is also covered by insurance under the following 
plan: $5 per week for the first week; $10 per week for the next 
12 weeks; $5 per week for the next 13 weeks; $3.75 per week 
for the next 26 weeks; $2.50 per week for life, if totally disabled. 

Second in interest to insurance is the retail co-operative 
store which, up to the present, has constituted the entire “busi- 
ness district” of Sherrill. The store has apparently provided 
good quality at low prices, but little range or variety in stock. 
The frustrated shopper has complained until the stores com- 
mittee has had to face the issue. The committee was undecided, 
at last report, whether to advise an enlarged co-operative or the 
entrance of outside competitive merchants.” 

The other activities of the Community Associated Clubs can 
be most briefly shown by a list of its committees: Rod and Gun, 
Fish Stocking, Game Propagation, Game Refuge and Reforesta- 
tion, Trap Shooting, Indoor Rifle Range, Bowling, Rugby Foot- 
ball, Basketball, Soccer, Golf, Tennis, Horseshoe Pitching, 
Roller Skating, Camera Club, Cards, Entertainments, Family 
Park, Restaurant, Bugle Band, Moving Pictures, General Edu- 
cation, and thé sad, necessary final committee, Finance. The 
women employed by the company have a separate division under 
the Community Associated Clubs with special committees of 
their own, including one on Dramatics. 

When I read over this list I feel convinced that Sherrill must 
have the largest number of committees per capita on record. 
Many committees, said one of the philosophers of the company, 
mean many people exercising powers not called for in the fac- 
tory routine; the more offices, the more happy people. This 
may point to a very important truth about “the humanizing of 
industry.” Is it not confusing issues to expect the factory to 


* Since the foregoing was written several outside merchants have established 
themselves at Sherrill. 
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provide all the values of life, and is not the error of the im- 
patient sentimentalist that he forgets that the working day is 
only one part of the twenty-four hours? Let him be content if 
the factory provides the worker with more leisure and more 
means to enjoy it. When the short working day and high wages 
prevail, the humanizing of life may result, and we may cease to 
complain that the factory is not also the forum, the academy, 
and the playing fields. The list of committees suggests also that 
here some one with a rare kind of imagination has been at work, 
some one who wishes to explore to the full the pleasures of co- 
operation and who has seen the teeming opportunities of country 
life. And how satisfactory it is to see stream stocking and game 
propagation receive attention as well as hunting and fishing! 

The final act of generosity on the part of the company is 
its contribution to taxes. The company pays into the school 
fund a sum equal to what the town collects. So the little town 
of Sherrill, with 2,500 inhabitants, has a high school equipped 
according to the most modern requirements, with a well-trained 
staff able to prepare students for the college-entrance exam- 
inations. 

In 1915, when the factories of most of the firm’s competitors 
were closed by a strike, a trade-union organizer was sent to 
Sherrill by the silver workers (at that time the union bore the 
descriptive, if not catchy, name of Metal Polishers, Buffers, 
Platers, Brass and Silver Workers’ Union of North America). 
A letter this organizer sent back to the strikers was read at a 
mass meeting and reported in the Meriden Daily Journal of 
November 3, from which I quote: 

I have investigated the Oneida Community Ltd. Silverware factory 
with the following results: I find this company is perfectly independent of 
any affiliation with any of the manufacturers’ organizations, either in their 
own line or any other. They work their men short hours, give them good 
pay, and treat them like human beings. Consequently there is the best of 
good will between the employer and the employee 

The employees seem to be perfectly satisfied with things as they are in 
the factory. Therefore, I do not believe that any successful organization 


could be formed among them 
In fact, the company makes a study of its employees in order to give 
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them every opportunity of having good, clean amusements and all kinds of 
athletics, picture shows, lectures, bowling, baseball, football, and, in fact, 
all kinds of outside and inside athletics and amusements that are good for 
any normal person. 

These are a few of the reasons for the contentment of the employees 
of this company. I could go on and enumerate a great many more, but I 
believe enough has been said to convince you that this company is different 
from any company you have ever heard of in their treatment of their em- 
ployees. It is not done for advertising purposes, as a great many of our 
corporations do, but is simply a business policy carried out by men who 
put the man and woman ahead of the dollar. 


The impressions of this organizer make one realize what, 
although obvious, one has been prone to forget in the dust of 
conflict in which labor questions are commonly examined: that 
a trade union is not an end, but a means. A union is a kind of 
committee for securing a good bargain from the employer, and 
it is, therefore, the one committee which does not exist at Sher- 
rill. 

It remains to ask what may be learned by other business 
organizations from this record. What is the source of the sums 
given to welfare work, to schools, to the men at the front? Are 
the contingent and the service wages presented to the men or 
earned by them? It can be said at once that the Oneida Com- 
munity Ltd. is a successful business from the profit-making 
point of view; it has paid an average of 7 per cent on common 
stock for a period of twenty-five years; it has paid during this 
time three stock dividends of 100 per cent each. That it is a 
highly competitive business eliminates monopoly profits as the 
source of the extra payments. There remains as possible ex- 
planation, the policy of low executive salaries. This, perhaps, 
makes possible such payments as the $24,000 given annually 
to the Community Associated Clubs, the sums contributed to 
the school fund, and sums spent on the improvement of Sherrill. 
Does it account also for the service and contingent wages? Com- 
parative figures—not available, alas!—of what corporations 
with similar capital do ordinarily pay for management might 
help answer the question, but there would still be differences 
in profits to account for. It seems only reasonable to assume 
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that the company does get a net return from its labor policy in 
low waste, in extra speed, and in frictionless running. Perhaps 
some statistician could reduce to figures the cost of the average 
labor turnover of a working: force of two thousand men and say 
that the service wage creates such a sum for the Oneida Com- 
munity Ltd. Even without such an estimate, the mere state- 
ment of the low labor turnover might seem to many a harassed 
executive a sufficient business reason for the service wage and 
even for the creation of those impalpable things, understanding 
and good feeling. 

The final impression of the Oneida Community Ltd. as a 
business unit is that it is in a class by itself. It is hard to say 
how much certain special causes may account for its special 
character. It should perhaps have been stated earlier that its 
workers are, with few exceptions, of indigenous American stock; 
the only recent immigrants are English and Scotch, of whom 
there are an increasing number. By far the greater number of 
the executive staff, as now constituted, are descendants of the 
community where, for thirty years, men and women submitted 
themselves to a religious discipline so severe and so selective as 
to seem the sufficient cause of the present unity of purpose and 
outlook. Another special element or survival is the existence of 
mutual good will, a fraternal spirit so attractive that men who 
would elsewhere have entered professions are here co-operat- 
ing in a business enterprise. When one takes into account the 
special inheritance and the special type of man, one may wonder 
whether the present spirit of the Oneida Community Ltd. will 
survive the generation of its creators. On the side of hope, it 
may be reported that up to date idealism and business acumen 
have kept pace. 


EsTHER LOWENTHAL 
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INVESTMENTS SUBSIDIZE FIRE AND MARINE 
INSURANCE BUSINESS’ 





INTRODUCTORY 


The academic literature on fire and marine insurance fails 
even to suggest the economic significance of investments in this 
business.” One supposes, after reading the existing texts, that the 
companies rendering fire and marine insurance services receive 
premiums which are sufficient to cover practically all of the costs 
incurred.’ It is evident, even to the cursory reader, that some 
time elapses between the payment of premiums and the payment 
of losses and expenses of doing business and that during this 
period the funds are invested, thereby augmenting the income of 
the insurance companies. But it is not realized that, in recent 
times at least, the great majority of insurance companies, partic- 
ularly the large firms, could not continue in business were it not 
for the existence of this period of time. In other words, investing 
activity, consisting mainly of dealing in securities with the funds 
furnished by policy-holders but not yet earned by the insurance 
companies, is a significant source of profits. What is more, the 
interest earned on, and the gains from investments usually are 
large enough to cover losses incurred in furnishing insurance 

* This article is largely applicable exclusively to the fire insuran¢e business. 
It is estimated that about 80 per cent of the premiums of fire and marine insur- 
ance companies comes from the fire insurance business. (See A. Motelle, “Fire 
and Marine Insurance Earnings,” The Annalist, March 5, 1926.) 


*See Bruce D. Mudgett, Insurance (Alexander Hamilton Institute, 1924); 
C. O. Hardy, Risk and Risk-Bearing (University of Chicago Press, 1923); S. S. 
Huebner, Property Insurance (new ed., D. Appleton & Co., 1922); Reigel and 
Loman, Insurance (Prentice-Hall, 1921); W. F. Gephart, “Fire,” Principles of 
Insurance (Macmillan Co., 1917), Vol. II. 


* If a fire and marine insurance company is to continue in business, it must 
receive an income sufficient to provide for (1) payment of fire losses, (2) ex- 
penses of operating the business, (3) a reserve to take care of conflagration haz- 
ard, and (4) a “reasonable” return on the invested capital. One gets the impres- 
sion, from the existing literature, that this is all taken care of from the receipt of 
premium-income. 
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services. In view of this situation, one might even be tempted to 
suggest that fire and marine insurance companies are in business 
only because the furnishing of insurance services provides a bait 
for obtaining funds. 

In the following pages the results of a study made of 290 
American and foreign stock fire and marine insurance companies 
for a period of five years, 1921 to 1925 inclusive, are presented.‘ 
Their underwriting losses, estimated interest earnings, and gains 
from investments are analyzed. 


UNDERWRITING LOSSES 


The premium incomes fall far short of covering the cost of 
operating the fire and marine insurance business. Out of the 290 
companies studied, only 84 made a profit from their insurance 
business during the period between 1921 and 1925 inclusive. 
The remaining 206 incurred heavy underwriting losses. 

The underwriting profit or loss for a period is determined 
in the following way: (net premiums written during period 
pius unearned premiums of the previous period minus unearned 
premiums at the close of the period in question) minus (fire 
losses paid and incurred during period plus expenses paid and 
incurred during period). 

In round figures the underwriting losses for the 206 com- 
panies were about $130,600,000. The underwriting gains for 
the remaining 84 were $28,300,000. This is net underwriting 
loss, for all the companies, of approximately $102,300,000 for a 
five-year period of operation.° 

A more detailed study of the underwriting losses and gains 


*The data were compiled from Best’s Insurance Guide of all Licensed Joint- 
Stock Fire, Marine, Casualty, Surety and Miscellaneous Insurance Companies, 
1926. The 290 companies included all the American and foreign stock fire and 
marine insurance firms that reported to the Alfred M. Best Company and were in 
business throughout the entire period between 1921 and 1925 inclusive. The Spec- 
tator Company reported that 391 companies existed in 1919 and 381 in 1924. (Cf. 
Fire Insurance Monthly Bulletin, Vol. I, No. 2 [November 30, 1925].) 

* The figures presented are subject to a slight error if, as has been suggested 
by insurance men, the unearned premiums or “reserves” are overestimated. In all 
probability, however, the use of a five-year period in this investigation practically 
eliminates this error. (Cf. W. B. Wiegland, Fire Insurance Accounting, Rono- 
graph No. 43 [The Ronald Press Co., 1924].) 
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of the 17 largest stock fire and marine insurance companies*® 
yields some very interesting results. (See Table I.) 

Only 1 of these companies made an underwriting profit for 
the period between 1921 and 1925 inclusive; the other 16 in- 


TABLE I 


Five-YEAR UNDERWRITING LOSSES OF THE 17 LARGEST STOCK FIRE AND 
MarINE INSURANCE COMPANIES, 1921-25* 


American Home 
Newark,N.J. . . $2,119,409 New York, N.Y. . $3,387,114 
Automobile Ins. Co. National Fire 
Hartford, Conn. - 4,901,275 Hartford,Conn. . 1,954,125 
Continental Niagara Fire 
New York, N.Y. ; 712,108 New York,N.Y. . 1,584,728 
Fire Assn. of Phila. Phoenix 
Phila. Pa... . . 1,050,834 Hartford,Conn. . 330,231 
Fireman’s Fund Queen 
San Francisco, Calif. 3,093,611 New York, N.Y. . 772,954t 
Firemen’s Ins. Co. Royal 
Newark,N.J. . . 2,236,774 Liverpool, England . 829,232 
Great American St. Paul F. & M. 
New York, N.Y. - 1,983,074 St. Paul, Minn. ‘ 79,282 
Hartford Fire Springfield F. & M. 
Hartford, Conn. . 12,027,880 Springfield, Mass. . 210,740 
United States Fire 
New York,N.Y. . 3,372,412 


* Figures compiled from Best’s Imsurance Guide, Fire, Marine, Casualty, Surety and Mis- 
cellaneous Companies, 1926. 
7 Underwriting gain. 


curred large losses. The total underwriting loss of the 16 firms 
was over $39,800,000. The costs of furnishing insurance service 
by the entire group of 17 exceeded the premiums by over $39,- 
000,000. 

It is interesting to note that the 4 largest companies, every 
one having over $50,000,000 of admitted assets, incurred ex- 

° These companies were chosen on the basis of “total admitted assets.” The 
companies listed all had over $20,000,000 of “admitted assets” at the end of 1925. 
Of course, the correlation between quantity of “admitted assets” and quantity of 
insurance business done is almost perfect. “Total admitted assets” are practically 
equal to total assets. Only a few assets are not considered, by statutory provision, 


in determining the financial position of a fire or marine insurance company. These 
are called “non-admitted assets.” 
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ceedingly heavy underwriting losses. The Hartford Fire, of 
New York, suffered the heaviest loss, approximately $12,000,- 
000; the Home, of New York, and the Fireman’s Fund, of San 
Francisco, lost approximately $3,000,000 each; and the Contin- 
ental, of New York, had relatively a small underwriting loss of 
roughly $712,000. 

THE SOURCES OF PROFIT 

These stock fire and marine insurance companies, however, 
recouped their underwriting losses and earned large amounts in 
addition in the form of interest and profits from investments and 
dealings in securities. The funds necessary to accomplish this 
feat were furnished by policy-holders and were available for this 
purpose because the payment of fire and marine losses and other 
expenses of operating the insurance business lag considerably 
behind the payment of premiums. 

The entire group of 290 fire and marine insurance companies 
earned approximately $158,750,000° of interest, between 1921 
and 1925 inclusive, on their reserves.* This more than covered 
the losses incurred by these companies in underwriting. 

Total interest earnings of the 17 largest companies during 
the period in question was approximately $18,850,000 greater 
than their underwriting losses for the same period (see Table IT). 
All but 4 of these firms, which operated their underwriting busi- 
ness at a loss, more than covered their losses by the interest on 
their reserves. The 4 concerns failing to recoup their underwrit- 
ing losses from interest earnings were the Automobile Insurance 
Company, of Hartford; the Firemen’s Insurance Company, of 
Newark; Hartford Fire, of Hartford; and the United States 
Fire, of New York. 

The most significant source of profit is the net gains from 
investments. Gross investment gains are obtained from the 
following: (1) gains from sale of ledger assets (almost entirely 


* This figure is an estimate of the interest earnings made by the Alfred M. 
Best Co. 

* “Reserves” are that “portion of the premium which the company has not 
yet had time to earn.” (Taken from Huebner, Property Insurance [rev. ed., D. 
Appleton & Co., 1922], p. 217.) 
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securities ), (2) gains from increase in book value of ledger as- 
sets (almost entirely securities), (3) gains from change in differ- 
ence between book value and market value during period in 
question (consisting mainly of change in value of securities) 
and (4) gain from other investments (consisting of non-ledger 
assets or non-admitted assets). To determine the net gains from 


TABLE II 


Five-YEAR ESTIMATED INTEREST EARNED ON RESERVES FOR THE 17 LARGEST 
Fire AND MARINE INSURANCE COMPANIES, 1921-25* 

American Home 
Newark,N.J. . . $2,504,046 New York, N.Y. : $8,636,083 
Automobile Ins. Co. National Fire 
Hartford, Conn. . 2,226,965 Hartford, Conn. - 3,858,010 
Continental Niagara Fire 
New York, N.Y. - 4,466,000 New York, N.Y. . 1,812,765 
Fire Assn. of Phila. Phoenix 
Phils, Pa.. . ». 2,008,373 Hartford, Conn. - 2,407,856 
Fireman’s Fund Queen 
San Francisco, Calif. 3,195,713 New York, N.Y. - 1,051,049 
Firemen’s Ins. Co. Royal 
Newark,N.J. . . 1,557,781 Liverpool, England . 3,115,713 
Great American St. Paul F. & M. 
New York, N.Y. + 4,044,648 St. Paul, Minn. + 2,393,376 
Hartford Fire Springfield F. & M. 
Hartford, Conn. - 9,105,756 Springfield, Mass. . 2,679,829 

United States Fire 

New York, N.Y. - 2,199,355 


* Figures compiled from Best’s Imsurance Guide, Fire, Marine, Casualty, Surety and Mis- 
Companies, 1926. 





investment the following items are deducted from the gross in- 
vestment gains: (1) loss from sale of ledger assets (mainly se- 
curities), (2) loss from decrease in book value of ledger assets 
(mainly securities), (3) loss from change in difference between 
book value and market value during period in question, (con- 
sisting mainly of change in value of securities) (4) loss from 
other investments (consisting of non-ledger assets or non-ad- 
mitted assets), and (5) investment expenses incurred during pe- 
riod in question.’ It is quite evident, therefore, that the gains 


*Cf. W. B. Wiegland, Fire Insurance Accounting, Ronograph No. 43 (The 
Ronald Press Co., 1926). 
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from investment mainly arise out of dealing in securities, such 
as bonds, stocks, mortgage loans, and collateral loans. 

The 290 companies during the five-year period between 1921 
and 1925 inclusive gained over $486,000,000 from their dealings 
in securities. This is over four and one-half times the underwrit- 
ing loss they incurred during the same period. It is over three 
times the estimated interest earnings on reserves.*° 

Every one of the 17 largest fire and marine insurance com- 
panies made considerable gains in its dealings with securities. 
(See Table III.) The total gained between 1921 and 1925 in- 
clusive by these companies was over $177,600,000. This is over 
four and one-half times their underwriting losses during the 
same period. 

The heaviest investment gains were made by Continental, of 
New York. The Home, of New York, was a very close second, 
followed in order by the Great American, of New York; the 
Hartford Fire, of Hartford; and the Phoenix, of New York. 

These gains from investments when related to the total 
amount of money received from policy-holders (net premiums 
written) yield an exceedingly high percentage. For the 17 com- 
panies it amounted to over 12 per cent. If one should add the 
amount earned in interest, the return is increased to over 16 per 
cent. In other words, these 17 companies earned $16 per year 
on every hundred dollars of policy-holders’ money received. 
This large return was obtained by using the policy-holders’ fund 
during the period between the payment of the premiums and the 

* Although very little evidence on this situation is available, it is probable 
that these gains were made primarily froin dealing in stocks and bonds. A recent 
study suggests the following distribution of stock and bond holdings for 1924 of 
4 fire and marine insurance companies doing business in New York: total stocks, 
50 per cent; total bonds, 50 per cent. The stocks were distributed in the following 
manner: railroad stocks, 13.3 per cent; public utilities, 2.2 per cent; bank and 


trust companies, 6.2 per cent; industrial and miscellaneous, 28.3 per cent. (See 
A. Motelle, “Stock Holdings of Insurance Companies,” The Annalist, November 
27, 1926.) 

These investment gains may be large because the period studied, 1921 to 1925 
inclusive, was one wherein the stock market was “bullish.” Between 1921 and 
1923 security prices rose consistently for eighteen months; the stock market had 
another “bull” movement between 1924 and the early part of 1926. 
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payment of losses and expenses of operating an insurance busi- 


ness.” 
It is interesting in this connection to note how much these 


insurance companies “paid” for the use of the policy-holder’s 


TABLE IIT 
Five-YEAR ToTaL Net GAIN FROM INVESTMENTS FOR THE 17 LARGEST 
Stock FirE AND MARINE INSURANCE COMPANIES, 1921-25* 


American Home 
Newark, N.J. . . $5,307,754 New York, N.Y. . $20,424,563 
Automobile Ins. Co. National Fire 
Hartford, Conn. . 2,281,986 Hartford Conn. . 8,712,823 
Continental Niagara Fire 
New York, N.Y. . 29,960,591 New York, N.Y. . 6,193,058 
Fire Assn. of Phila. Phoenix 
Phila.,Pa.. . . 4,926,886 Hartford, Conn. - 10,619,184 
Fireman’s Fund Queen 
San Francisco, Calif. 5,374,823 New York, N.Y. - 4,880,549 
Firemen’s Ins. Co. Royal 
Newark,N.J. . . 1,304,337 Liverpool, England . 5,370,846 
Great American St. Paul F. & M. 
New York, N.Y. - 20,457,961 St. Paul, Minn... . 6,672,351 
Hartford Fire Springfield F. & M. 
Hartford, Conn. . 109,880,727 Springfield, Mass. . 6,440,616 
United States Fire 
New York, N.Y. . 8,650,850 


* Figures compiled from Best’s Insurance Guide, Fire, Marine, Casualty, Surety and Mis- 
cellaneous Companies, 1926. 


money. If the underwriting losses may be assumed to be the 
payment (and it seems reasonable to assume this), the ratio of | 
underwriting losses to premium will give the rate “paid” for 
the policy-holder’s funds. 

For the entire group of 17 companies it averaged approxi- 
mately 2.4 per cent per year. For the 16 companies, out of these 
17, which incurred underwriting losses it averaged slightly over 

™ On the basis of these figures the rate of return on the average amount in- 
vested must have been exceedingly large. If we assume the period between the 
payment of premiums and the payment of losses and expenses to be six months, 
then the rate of return was approximately 32 per cent on the funds invested. In - 
all probability the lag at the present time is longer than six months owing to the 


increasing popularity of three- and five-year contracts. This will, of course, reduce 
the rate of return figure indicated. 
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2.§ per cent. Both figures are considerably lower than the ordi- 
nary savings-bank rate. Table IV presents the ratios of under- 
writing losses to premiums for each of the 17 companies. 


CONCLUSION 


The irresistible conclusion is that investments are subsidiz- 
ing fire and marine insurance companies. These firms are sell- 


TABLE IV 


Five-YEAR AVERAGE RATIO OF UNDERWRITING LossES TO PREMIUMS 
WRITTEN FOR THE 17 LARGEST STOCK FIRE AND MARINE 
INSURANCE COMPANIES, 1921-25* 
Per cent Per cent 

American Home 
Newark,NJ. . . . 37 New York,N.Y. . . 15 
Automobile Ins. Co. National Fire 
Hartford,Conn. . . 4.9 Hartford, Conn. 
Continental Niagara Fire 
New York,N.Y. . . 0.7 New York, N.Y. 
Fire Assn. of Phila. Phoenix 
Phila., Pa. . « — “eg Hartford, Conn. 
Fireman’s Fund Queen 
San Francisco, Calif. . New York, N.Y. 
Firemen’s Ins. Co. Royal 


Newark, N.J. 
Great American 
New York, N.Y. 
Hartford Fire 


Liverpool, England . 
St. Paul F. & M. 

St. Paul, Minn. 
Springfield F. & M. 


Hartford,Conn. . . 4.5 Springfield, Mass. 


United States Fire 
New York,N.Y. . 
* Figures compiled from Best’s Insurance Guide, Fire, Marine, Casualty, Surety and Mis- 


cellaneous Companies, 1926. 

t Underwriting gain. 
ing their insurance services below cost, but, in spite of this fact, 
are prospering because their investing activity yields an income 
which more than covers the underwriting losses. In fact, these 
underwriting losses may be considered, from the point of view 
of the insurance company, as an amount “paid” for the use of 
the policy-holder’s money. 

Cognizance of this situation may well lead fire and marine 
insurance policy-holders to raise the following questions: Are 
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my risks reduced if they are transferred to a company which 
sells its insurance services below cost, expecting to recoup its “ 
underwriting losses from investments in, and dealings with, se- 
curities? If fire and marine insurance companies can make as 
large gains from their investments in, and their dealings with _ 
securities as they have recently, are these companies handling 
“conservative” securities? 

The insurance companies may well think of these questions: 
Is it “safe” for us to continue selling our services below cost? 
May we not find it difficult to make “investment gains” as large 
as those we have made in the past? What will happen if the pe- 
riod between the payment of premiums and the payment of 
losses and expenses should contract, thus giving us less oppor- 
tunity to recoup our losses through investment activity ?** 

From a “general interest” point of view the following two 
questions begin haunting one: Who guides the “investing activ- 
ity” of these fire and marine insurance companies?** Are we de- 
veloping in our present economic order kinds of businesses which 
ostensibly are interested in selling a given service but in reality 


are willing to take a loss on the furnishing of this service, if in 
the process of doing so they can obtain funds from the purchas- 
ers of their service which can be used for dealing and “investing” 
in securities ?** 


S. H. NERLOVE 
UNIVERSITY OF CHICAGO 


* Evidence exists which seems to indicate that this period is increasing rather 
than contracting. For example, the financing of buildings by large mortgage 
bankers has made the five-year fire insurance contracts somewhat popular. 

™ Some very fragmentary evidence exists indicating that investment bankers 
are closely associated with fire and marine insurance companies and perhaps con- 
trol their “investing activity.” For example, in a recent (May 30, 1926) editorial 
written in the Spectator Company’s publication, the Fire Insurance Bulletin, the 
following reference to investment bankers is made: “Investment bankers who 
have been associated with fire insurance companies for a long time have now come 
to regard them as Investment Trusts.” If investment bankers completely control 
the funds of policy-holders, it raises a very significant question in social control. 

* See C. E. Russel, Lawless Wealth (B. W. Dodge & Co., 1908), particularly 
chap. xiii. 
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Health Maintenance in Industry. By J. D. Hackett. Chicago— 

New York: A. W. Shaw Co., 1925. Pp. xx-+-488. 

This is a thoroughly practical book which shows on every page 
the personal experience of its author in industry and his personal ac- 
quaintance with the industrial worker. This does not mean the book is 
confined to the experience of one man; on the contrary, all available 
sources of accurate information on the conditions in industry, the 
health of the working population, and the proper methods of providing 
safety and comfort in industrial life have been consulted. It contains 
a mine of information for those who have to undertake responsibility 
for these matters. 

To one looking back fifteen years the appearance of a book of this 
sort is interesting and gratifying. Not one chapter in it could have 
been written even ten years ago, and still more impossible would it 
have been to find a publisher or an interested public. The United 
States has traveled a long way in a very short time, and already we 
can look back on the first decade of this century as belonging to the 
Dark Ages so far as solicitude for the worker and intelligent care are 
concerned. One reason for this change is noted in the Introduction, 
namely, the changed attitude toward labor turnover. To take an in- 
stance from my experience in those early days, in 1913 a great lead 
refinery, far from endeavoring to retain its workers, took it for granted 
that a large proportion would drop out because of lead poisoning, and 
therefore encouraged a gang of unemployed to assemble at the gates 
every morning, when the employment man and the physician would 
select the number needed for the day from among the men who ap- 
peared healthiest. The change in our immigration laws has made such 
an easy-going system impossible, and studies of manufacturing costs 
have shown that labor turnover is wasteful. “Hence there has been a 
radical change of ideas in the handling of workmen. Instead of letting 
labor turnover go unchecked, employers have adopted a policy of 
maintaining their workers in steady employment.” 

The author defines industrial hygiene as pertaining especially to 
personal health, while sanitation applies more immediately to the en- 
vironmental aspects and hence is of less relative importance. The need 
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for greater attention to industrial hygiene at the present day is found 
in modern features in industry. 


Occupational risks, chemicals, fast-running machines, belts and wheels 
were hardly known, and the worker was perhaps generally healthier and hap- 
pier in production than now. The death-rate was high, it is true, but not 
from occupational causes. Modern industry has changed all that. We live 
in a period of mass production, which means a mass of human beings as 
well as a mass of production, and with the human cooping-up involved there 
comes a problem of ill-health and unbappiness which demands rectification. 
Medical service in industry has two distinct but intertwined aims. Its pri- 
mary object is to increase production; its secondary aim is to improve 
health and decrease disability as a means of securing its primary object, and 
it should be accepted or rejected on that basis But while good busi- 
ness may be the governing reason for introducing a medical department into 
industry, the spirit with which it is conducted should not be commercialized. 


The question of industrial health insurance is discussed and the 
opposition thereto explained, but the opponents are reminded that it is 
the unprogressive employer who provides the proponents of state 
health insurance with their best arguments. The necessity for some 
legal provision for industrial disease, whether by insurance or by its 
inclusion under workmen’s compensation laws, is shown by the high 


death-rate in the industrial classes as compared with that of the gen- 
eral population, for the recent great improvement in health does not 
extend in equal measure to the industrial population. The statistics of 
the Metropolitan Life Insurance Company show no marked difference 
in the death-rate of the industrial group as compared with the whole 
population under the age of twenty-five, which seems to indicate that 
the families of industrial workers have no inherent weaknesses which 
would cause a higher death-rate later on; but as the working years in- 
crease there is a great excess in the death-rate of the insured group 
over that of the general population. Thus, in the thirty-five to forty- 
four group of men, it is 15.9 for the insured and only 10.05 for the 
population at large. The effect of industry is also shown in the higher 
death-rate of men as compared with women, amounting to as much as 
14 per cent, and is explained by the fact that men’s trades are much 
more dangerous than women’s. It is significant, however, that the 
death-rate among women wage-earners is higher than that of the gen- 
eral population. 

As for the sickness rate among industrial workers, the studies of 
the Metropolitan Life Insurance Company again are quoted. For in- 
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stance, the Rochester survey showed that out of 34,000 workers, 798 
were sick, of which number 82 per cent were unable to work at all and ro 
per cent were in hospitals. Warren, of the United States Public Health 
Service, states that each of the thirty-odd million wage-earners in the 
United States loses an average of nine days a year through sickness. 
The loss of time from sickness is much greater than the loss from acci- 
dents. In the experience of four Rochester plants in 1923 it was twen- 
ty-three times as much. So far the efforts of labor to conserve health 
have been almost negligible, with the exception of the Joint Board of 
Sanitary Control in the cloak-and-suit trade of New York. The recent- 
ly founded Workers’ Health Bureau is also mentioned with approval. 

Where does responsibility for the health of the worker lie? In part 
on the individual, in part on the community, and in part on the em- 
ployer. But it will be best for the latter to assume responsibility him- 
self, for his interest lies in maintaining the health of the worker, and 
he can, as the worker cannot, pass the cost on as a charge against pro- 
duction, a plan already followed with regard to accident costs. 

The third chapter discusses medical service in industry; what it 
is now, what it should be, and what it should not be. “It should not be 
used as a means of blacklisting workers on any grounds but health. 
. . « « There is no use trying to supplement an inadequate wage with 
medical service; low wages mean a high sickness rate, which may be 
mitigated, but not prevented, by a medical department.” It may have 
to be extended to the families of workers if the factory is in an isolated 
community. It may be well to extend it to the higher officials, as is 
done by the International Harvester Company, the American Rolling 
Mill Company, and the Colorado Fuel and Iron Company. Employees 
will not look with suspicion on a plan which includes also the higher 
officials. A good suggestion is that of a joint selection of the plant phy- 
sician by the employees’ representatives and the representatives of the 
management, as is done by the Colorado Fuel and Iron Company. 
Such a system is certainly a landmark of advance. Some of us can re- 
member when the great metallurgical companies selected their own 
physicians, deducted from the men’s pay-envelopes enough money to 
cover all expense of salaries, medicine, and hospital, and the men had 
no voice of any kind in the selection of the doctor, so that it was possi- 
ble, as was true in more than one instance, for the company physician 
to neglect or browbeat the employees until the majority of them sought 
out their own physicians and paid twice for the medical care they 
needed. 
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Mr. Hackett gives a wise and sympathetic description of the sort 
of man who should be selected as industrial physician. 

Four chapters are devoted to the organization and duties of medi- 
cal service in the plant, and full details are given as to hospital equip- 
ment. Especially valuable is the section in chapter vi about the com- 
pilation of usable reports and statistics, for without the sickness-insur- 
ance systems which provide such a valuable source of information in 
other countries we Americans are dependent on the individual indus- 
trial physician for the information we need so much. 

There is a chapter on mental hygiene which is characterized by 
the same practical good sense and sympathetic insight that we have 
already noted. A distinction is made between rational and irrational 
striking, between the dissatisfaction which results from inefficiency 
and that which results from an inadequately rewarded efficiency. 
There is a refreshing lack of references to bolshevism and the perni- 
cious influence of labor agitators. 

Chapter x, on occupational diseases, is an intelligent effort to 
cover in a short space a very large subject. The following chapter on 
occupational dusts is not so good, but it was impossible to make it so. 
Until Winslow’s book appeared there was no comprehensive summary 
of the recent important studies in industrial dusts. It may be well to 
point out here that it is a mistake to say that lead, though a dangerous 
poison, is far less a significant factor in the death-rate than is the tu- 
berculosis which results from non-poisonous dusts. This would be true 
with regard to silica-containing dusts, but not with regard to other 
forms of dust. The statistics of the Metropolitan Insurance Company 
show that three classes of men exposed to metallic lead dust—printers, 
plumbers, and gas and steam fitters—have a higher death-rate from 
tuberculosis of the lungs, and death occurs at an earlier age than 
among the average of industrial workers or even men engaged in such 
a dangerous trade as painting. The work of Fine at Harvard showed 
that metallic lead dust resembles very closely silica dust in that it is 
disposed of by the phagocytes with great difficulty. 

The practical directions for the control of occupational dusts are 
well worked out, and the author avoids the common mistake of believ- 
ing that wet grinding is an improvement over dry grinding. It is not 
to be expected that a work of this sort should deal with occupational 
dusts with as much thoroughness as with other subjects, because that 
subject is still in an experimental and controversial stage, and is fur- 
ther rendered difficult by factors other than dust which influence the 
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tuberculosis rate in certain industries, such as low wages or the selec- 
tion exerted by certain occupations, as cigar-making, which attracts 
persons of slight and poor physique. Exhaustive studies of the tobacco 
industry in Austria, Finland, England, France, Germany, Sweden, and 
America have shown no proof that tobacco dust is harmful to the 
lungs. On the other hand, dusts which do not increase the tuberculo- 
sis rate may influence the death-rate from pneumonia, as is seen in the 
coal-mining towns of Pennsylvania, where, along with a low tubercu- 
losis death-rate, there is an extremely high pneumonia death-rate. 
Another possible injury which may follow the inhalation of great quan- 
tities of non-irritating dust is an atrophy of the gastric mucosa. Re- 
cent studies in Moscow of the effect of soapstone dust, looked upon as 
one of the least harmful dusts in industry, have revealed a very high 
proportion of cases of achylia due probably to atrophy of the gastric 
mucosa. The men studied were employees of rubber works handling 
great quantities of soapstone powder, and the explanation put forward 
is that the continual swallowing of this non-poisonous dust injures the 
secretory cells of the stomach. 

There is a very intelligent discussion of the important problem of 
seating. Here again the author shows an intimate acquaintance with 
actual conditions in manufacturing plants at the present day. The 
reader will be surprised to find how very generally this feature of fac- 
tory life has been neglected, although it has so great a bearing on fa- 
tigue and therefore on production. The need of lockers which are well 
ventilated to permit of drying clothes is emphasized, and the advan- 
tages of ceiling hooks are pointed out, but one could wish for an em- 
phatic condemnation of the roller towel, that possible carrier of infec- 
tion, especially from inflamed eyes. Other common-sense suggestions 
are those with regard to comfortable seats in the lunchroom, so that 
resting and eating can go on at the same time, the suggestion as to rest 
periods, provision of crackers and milk, and even afternoon tea. 

An acquaintance with the newest literature is shown in the section 
on resuscitation through artificial respiration and the use of carbon 
dioxide in the section on benzol poisoning and nitrous oxide and car- 
bon monoxide poisoning; also in the emphasis laid on the danger of 
lead dust and fumes, but the difference between poisoning by solid 
forms of arsenic and poisoning by arseniuretted hydrogen gas is hard- 
ly made clear enough. 

Hackett’s statistics on infected wounds are interesting and im- 
portant. The New York Workmen’s Compensation Commission found 
16 per cent of all accidental wounds infected. The Pennsylvania State 
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Department of Labor reported 15.2 per cent in 1922, and no less than 
1¢ per cent in 1923, while the annual report of the Chief Medical In- 
spector of Factories of Great Britain for 1923 finds such rates as 7.3 
per cent in one factory, 8.4 per cent in another, and 14.2 per cent ina 
third “far too frequent.” The English emphasize the importance of 
first-aid treatment much more than we do, and have introduced it into 
both large and small establishments. American physicians are inclined 
to look askance at this form of treatment, and to insist rather on the 
injured man’s being placed in the hands of the physician or nurse as 
quickly as possible. That the American system works well in large 
plants is shown by such figures as those of the Cambria Steel Com- 
pany, which reduced its infections in six years from 5.75 per cent to 
0.25 per cent, and the Carnegie Steel Company, whose reduction was 
from 50 per cent to o.1 per cent. The high general rate, however, 
would indicate that in smaller establishments the American system 
does not work so well as the English. 

The book is thoroughly practical, full of detailed directions for all 
phases of health work, from physical examinations to lunchrooms, 
from mental hygiene to shower baths. The section on fatigue wisely 
omits a theoretical discussion as to the nature of fatigue, and takes up 
only the causes and prevention, quoting the experience of a large num- 
ber of establishments. The concluding chapter places the responsibil- 
ity on the employer and emphasizes the advantages to him of a healthy 
labor force, but does not make the mistake of saying that industrial 
medicine will reveal its value in dollars and cents as does industrial 
surgery. The case could hardly be stated better than on page 474: 

The practice of medicine and that of surgery differ in several respects. 
Accident cases “occur suddenly and violently”; their cause is obvious and 
correctable; the results are plain and cases are easily treated; the time of 
onset and cure are usually definite, and there is no preceding period of disa- 
bility. Sickness, on the other hand, comes on gradually and imperceptibly 
and a man’s productive capacity may be lowered considerably before actual 
treatment begins; the cause of sickness is often obscure, it may be con- 
tagious in character, and the remedy is not always apparent, since there may 
be a wide variety of contributory causes. Finally, prevention and cure are 
separate functions in accidents and undivided functions in medical work. 
Industrial medical service is essentially a matter of attention to a number 
of seemingly trivial details from which results are neither apparent nor im- 
mediate, though nevertheless important. Health is undermined slowly; the 
process of building up health in the working force is no less slow. No mag- 
ical results can be expected, and anyone who sets out with a different idea 
is doomed to disappointment. 
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Throughout, Mr. Hackett’s attitude is that of a man who really 
knows the worker, not as a specimen studied through a telescope or a 
microscope, not as a mythical foreigner endowed by nature with all 
sorts of strange incomprehensible characteristics, but as a fellow-man, 
of like passions with himself. 

ALIcE HAMILTON 

Harvarp ScHoot or Pustic HeattH, Boston 


The Psychology of Vocational Adjustment. By Harry DEXTER 
Kitson. Philadelphia: J. B. Lippincott Co., 1925. Pp. 
viii+273. 

This new book by Professor Kitson will be of interest to all con- 
cerned with vocational guidance and employment problems. It is writ- 
ten partly to serve as a textbook, but is intended also for business ex- 
ecutives, social workers, economists, and others interested in voca- 
tional problems. The author seeks to “show the phases of vocational 
adjustment in which psychology can make substantial and enduring 
contributions, which will not be subject to the artifacts and distor- 
tions that afflict psychological tests.” He indicates that he is especially 
interested in problems of incentives and interest in work, analysis of 
labor turnover, and so on—though it turns out that scarcely one-third 
of the book is devoted to these matters. 

The first part of the book analyzes several signs of vocational mal- 
adjustment, including poor work, accidents, lack of interest, and labor 
turnover. The psychological nature of interest and morale and the 
possibilities of developing these are well described. Interesting em- 
pirical material is given to illustrate the causes and wastes of labor 
turnover. 

A chapter on job analysis outlines approved methods and content 
of such descriptions. It emphasizes the importance of “describing ex- 
actly what the worker does”—in quantitative terms where possible. 
The author recognizes that the studies of jobs, which he so strongly 
advocates, “do not seem to offer a ready solution to the problem of 
selecting a candidate for a vocation by tests.” He might have omitted 
the last two words—but that would have suggested a weakness in his 
own program as well as in that of the terrible testers for whom he has 
so little regard. 

The next few chapters have to do with the appraisal of the indi- 
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vidual. Systems of reading character from appearances are first dis- 
posed of after the usual manner. A study of the height and weight of 
salesmen is described to show the possibility of scientific investiga- 
tion of such relationships. Then intelligence is examined as a trait 
significant in vocational adjustment. Tests of intelligence are very 
briefly dealt with, and a meager account of their use in vocational 
work is given. Special aptitudes and their measurement are next 
passed in review. The construction and use of trade tests (occupa- 
tional proficiency tests) are briefly considered in this same connection. 
Grave doubts are expressed concerning the existence of innate apti- 
tudes and abilities. Both here and in the discussion of intelligence the 
heredity bugaboo is allowed to hide the practical vocational signifi- 
cance which the traits have, regardless of their origin. The book is 
not unique in this. 

The study of the individual continues with a discussion of the part 
played by interests in vocational adjustment. The variety and chang- 
ing nature of interests, the uncertain relation of interests and abilities, 
and various methods for ascertaining interests are critically treated. 
Volitional and temperamental traits are next briefly considered, es- 
pecially with reference to Downey’s tests. Note is likewise taken of 
emotional factors in vocational maladjustment, and the rise of indus- 
trial psychiatry is mentioned.. 

Two remaining chapters that deal with the appraisal of the indi- 
vidual call attention respectively to the need of complete records con- 
cerning present employees and to the usefulness of rating-scale esti- 
mates of employees’ characteristics and abilities. 

Kitson rounds out the preceding discussions with a presentation 
of his philosophy of vocational guidance. He effectively emphasizes 
the changing nature of occupations and of people, and calls attention 
to the artificiality of the view that “an individual is ‘cut out’ or ‘born 
for’ one or even a specific number of vocations.”’ Vocational fitness 
is an evolving thing, and vocational adjustment must be continuous. 
Vocational predictions must be statements of probabilities, not posi- 
tive prophecies. Finally, Kitson ventures the opinion that “in voca- 
tional adjustment the greatest service which science can render is not 
to select a vocational field for an individual, nor to select workers for 
an employer Science will render its best service in furthering 
the interests of the individual while he is at work; in helping him to 
perform his work more effectively; to become deeply interested in it; 
to see the future possibilities of it; to prepare himself for them; and to 
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realize them.” One wonders why a larger part of the book was not 
devoted to these matters. 

There are two chapters still unmentioned—interesting enough in 
themselves but without clear relation to the remainder of the book. 
One consists of a detailed report of the production records of a group 
of hand compositors working under a particular wage incentive. No 
other work on incentives is mentioned. The other chapter gives a 
sketchy summary of vocational work being done in other countries— 
or at least mentions organizations doing such work. 

Professor Kitson has written a useful and readable book. His 
views are sound and progressive, and representative of the better 
thinking in the field. A considerable amount of factual content is in- 
cluded, much of it based on investigations of the author and his stu- 
dents. There is apparently no attempt at exhaustive treatment; the 
studies cited are rather illustrative. The volume is likely to prove a 
useful textbook, though one that will need to be extensively supple- 
mented if the student is to have a reasonably complete view of work 
in the field. 

ArTHUR W. KoRNHAUSER 

UNIvERSITY OF CHICAGO 


The Tables Turned: A Lecture and Dialogue on Adam Smith 
and the Classical Economists. (January 19, 1926.) By J. 
Bonar, LL.D. (Glasgow). London: P.S. King & Son, Ltd., 
1926. 

It may be ventured that scientific piety has begotten no more de- 
lightful Festscrift than this little brochure. Prepared as one of a series 
of seven lectures, by as many scholars, in which the London School of 
Economics commemorated the hundred and fiftieth anniversary of the 
Wealth of Nations, the address is now printed with references inserted 
and omissions restored. 

There would be no difficulty in identifying authorship even with- 
out the aid of the title-page. Intimacy with the contacts, personal and 
doctrinal, of “philosophy and political economy,” extraordinary rich- 
ness of literary allusion, occasional outcropping of dry humor, keen 
judgments, and simplicity of style are Bonar’s earmarks, and they are 
here at their best. The manner is in places reminiscent of his Disturb- 
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ing Elements in the Teaching and Study of Political Economy (1911), 
un ouvrage excellent qu’on negligeait, as Higgs recalls Morellet wrote 
of Cantillon’s Essai. But there is no duplication; together with the 
same author’s paper on “The Theory of Moral Sentiments” (Journal 
of Philosophical Studies, Vol. 1, No. 3), the address will take its place 
with the really useful apparatus, none too ample, available for critical 
study of our “master-builder.” 

The first part of the address is a scintillating causerie upon the 
contrasts and likenesses of Adam Smith and his successors. Abound: 
ing in apt citations and wide-ranging allusions, the text is shot with 
fine scholarship. The reader’s pencil is kept busy and his notebook in 
places becomes a transcript. A typical instance is the provisional as- 
signment of the earliest use of the term “classical economists”—a tan- 
talizing query over which some of us have puzzled—to Karl Marx’s 
division, in the Misére de la philosophie, of the fatalist school into the 
classical economists and the romantic. 

The second part of the performance—the “less heavy portion,” 
in the author’s deprecatory phrase—is even more pleasing. “Let me 
take another liberty, and fancy Adam Smith in Elysium. He believed 
in Elysium for such as himself and in a Tartarus for bad characters 
(Moral Sentiments, Part II, sec. ii, “Merit and Demerit,” [6th ed., 
1790], I, 229). Let us suppose him cross-examined by his own fol- 
lowers there, without passion or prejudice, such things being left be- 
hind them (“Sine ira et studio quorum causas procul habeo” [Tacitus 
Ann. i. 1.]). Let us believe with Maeterlinck (Blue Bird, II, iii) that 
“they are wakened into speech by our remembrance of them.” Then 
follow twenty pages of deft fantasy tinctured with the richest schol- 
arship. Many years ago Professor Winthrop N. Daniels, under the 
spell of Andrew Lang, wrote a charming series of “Letters to Dead 
Economists”—that, by the way, should not be left inaccessible. 
Daniels was then a youth, and Bonar is now a sage. In the generation 
or more that intervenes nothing so graceful, so learned, and so help- 
ful has left an economist’s pen. “Economic writings are a byword for 
dullness. Our books are no books,” disclaims our author. Surely there 
was never better proof that they need not be. 


Jacos H. HottaNDER 
Jouns Hopxins UNIVERSITY 
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Investigation into Alleged Combine in the Distribution of Fruit 
and Vegetables: Interim Report of Commissioners. Cana- 
da: Department of Labor, February 18, 1925. Pp. 184. 


This investigation was initiated by the Department of Labor 
acting under the Combines Investigation Act of 1923, on the petition 
of certain representatives of the fruit growers of British Columbia and 
Vancouver. 

The report deals with certain practices of two large sales organi- 
zations operating in British Columbia, Alberta, Saskatchewan, and 
Manitoba. These practices, the report alleges, include the withholding 
of information from growers, making false returns, falsification of rec- 
ords, appropriating “overages” and taking secret profits, giving unfair 
and improper rebates, making special terms to certain jobbing houses, 
and other improper practices. These practices seem to be traceable, 
first to the monopolistic type of organization represented by the sales 
agency, and second, to their assuming the double function of broker 
and merchant. 

Although it is current practice in the fruit and vegetable trade, 
the jobber-broker (commission man) combination is, the commissioner 
concludes, an unnatural one. The broker, whose interest should be 
that of the grower solely, is joined with the jobber, whose interest is 
opposed to that of the grower. The recommendation of the commis- 
sioner is that such a relation be declared unlawful. 

Further recommendations are aimed at declaring unlawful the 
taking of double brokerage, the rendering of false or deceptive account 
sales, the making of undisclosed “overage” or merchandising profit on 
consignment sales. It is recommended, finally, “that consideration be 
given to the desirability of passing legislation similar in principle to 
the anti-trust legislation of the United States of America.” 

Aside from breaches of common honesty, upon which no comment 
is necessary, the situation depicted illustrates admirably the attempt 
of a highly efficient sales organization to gain control of the market 
outlets for the products in which it deals. Standing in the way are the 
unorganized distributors on the one hand, and the growers’ own efforts 
on the other to perfect a distributing organization. As between these 
conflicting interests the issue seems to be partly political, but largely 
one of costs. Even with its instinctive hatred of monopoly, the Canadi- 
an government, like our own, openly encourages what may lead to a 
monopoly control of distribution by the growers of a commodity. 





BOOK REVIEWS AND NOTICES 147 


Whether the growers can be kept from achieving this enviable position 
depends largely upon the strength and skill of middlemen organiza- 
tions such as those referred to in the report. The report is eloquent 
with evidence of the opposition of these organizations to the growers’ 
efforts to market their own produce. Under such circumstances any 
dereliction from the strictest path of duty to the grower for whom he 
is acting as an agent cannot but do harm to the cause of the commer- 
cial distributor. 
E. A. Duppy 


UNIVERSITY OF CHICAGO 


Principles of Investment. By A. M. Saxotsx1. New York: The 
Ronald Press Co., 1925. Pp. viii-+503. $4.50. 

Ever since Lawrence Chamberlain published, in 1911, his stand- 
ard treatise, The Principles of Bond Investment, writers on invest- 
ment seem to have given the term “investment” a strong bond conno- 
tation. Without exception, the authors of the half-dozen texts on in- 
vestments published since the war have given an overwhelming pro- 
portion of space to material related directly to bonds. An encourag- 
ing sign, however, is the fact that several of these writers have broad- 
ened their discussion to include other forms, notably stocks and real 
estate mortgages. One of these writers is Sakolski. 

In the preface the author senses the need for a non-technical ex- 
position to accommodate those who are becoming, for the first time, 
investors in securities. Thanks to Liberty Bond campaigns, to cus- 
tomer and employee ownership programs, to the increase in the volume 
of security issues, and to a rapid growth in savings seeking investment, 
there is urgent need for such a treatise. The author’s practical work 
as an investment analyst, combined with his teaching and writing ex- 
perience, raise high hopes that the man has been found to satisfy this 
need. Unfortunately, we must look farther. It is improbable that any 
one with $1,000 to invest for the first time would read this book. It 
is written for the college student who needs the credit. 

Part I deals with definitions, general principles, and the mechan- 
ics of security distribution. In “The Field of Investment” (chapter 
vi), the author recognizes only commercial credit instruments, real 
estate mortgages, investment bonds, and investment stocks. Not even 
a hint is given that building and loan shares, life insurance, or the pur- 
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chase of real estate come within the field of investment. Part IT treats 
briefly of commercial credits and real estate loans. Part III deals with 
national, state, and municipal bonds, while Part IV discusses corpora- 
tion securities. In the Appendix may be found a concise, helpful list of 
sources of information on bonds, the listing requirements of the New 
York Stock Exchange, a summary of state laws governing state banks’ 
investments in railroad securities, and some good problems and ques- 
tions on the chapters in the text. 

One looks in vain for a significant discussion of the relation of 
risk to investment; of market conditions, including cyclical and secu- 
lar factors; and of investment policy for different classes of investors. 
In short, the author does not touch the deeper institutional aspects of 
investment. The book is, in the main, a traditional text written in an 
ultra-traditional way. 

ALBERT KEISTER 

Nort# CaroLina COLLEGE FoR WOMEN 


Credit Management. By Emery E. Otson and J. W. HALt- 
MAN. New York: The Ronald Press Co., 1925. Pp. iv+ 


444. $4.50. 

Detailed treatment of the organization, procedures, records, and 
reports inside the credit and collections departments of going con- 
cerns is the principal contribution of this text. Part III, pages 183- 
249, is devoted to this useful discussion, which, however, fails to trace 
adequately relations between the credit and other departments of a 
business in matters concerning lines of control, organization, and dele- 
gation of tasks. 

The rest of the book, which is the joint product of a college pro- 
fessor and a credit manager, is typical. Part I tries to establish an 
appropriate background in economics, financial organization, and law; 
Part II adequately appraises various sources of credit information; 
Part IV discusses in orthodox fashion the legal and business aspects 
of collections; and Part V presents “credit problems in special fields,” 
e.g., bank credit, commercial-paper-house operations, use of finance 
companies, and foreign credit. There are some 37 pages of problems 
at the end of the book. 

This reviewer, while recognizing that differences of opinion may 
properly exist on many matters in the field of organization, cannot 
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see why banking, commercial paper house, and finance company opera- 
tions, treated from the point of view of one seeking to raise funds, 
should be included in a text of this nature. Surely, a credit manager 
is not also a treasurer; certainly not in most concerns of any size. 
The space consumed in discussion of these topics could well have been 
used to present more material on foreign credits. In the discussion of 
financial ratios in chapter xiii, the authors fail to discuss several use- 
ful ratios and they fail to point out satisfactorily the relationships 
among the various ratios. The presentation of statement analysis is 
not sufficiently qualitative or complete. Some of the many blank 
forms of financial statements might have been omitted to provide 
space for a more fundamental treatment of the subject. 

There are some matters of doubtful accuracy. By way of exam- 
ple, commercial banks are said to “specialize in short-time loans which 
are self-liquidating in character” (p. 15), which is a half-truth at 
best. “Commercial paper, as the term is used by note brokers and 
bankers, includes only promissory notes arising out of commercial and 
business transactions” (p. 379). If words are here used with the 
usual meaning, this statement will bear revision. 

On the whole, this work is as useful as most of the others in the 
field, but no more so except on matters of departmental organization, 
procedure, etc. 

S. P. MEEcH 


UNIVERSITY OF CHICAGO 


Combination in the American Bread-Baking Industry. By 
Cart Lucas AtsBERG. Stanford University Press, 1926. 
Pp. v-+148. $2.00. 

Mr. Alsberg in this monograph attempts to gather together all 
the available material, to see what is the dominant trend, and to ana- 
lyze his findings. As he himself points out, an exhaustive treatment 
is impossible at this time both because of the difficulty of procuring 
the necessary data and because it is far too near the beginning of the 
movement to come to any definite conclusions. His primary purpose 
has been to furnish facts upon which, in the light of future events, 
the reader can base a “reasoned judgment.” 

The study points out that while the scale of production has un- 
deniably been increasing, nevertheless monopoly is extremely improb- 
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able in the bread-baking industry. He shows that the size of the plants 
will inevitably be limited by the technological conditions within the 
bakery itself, which, at least for the present, will prevent it from 
profiting by the economies of large-scale production as we ordinarily 
understand them. The greatest advantages will come in connection 
with the large-scale purchase of materials and supplies. This economy 
is one which the large independent bakery can use with equal effective- 
ness. 

The success of the venture seems to depend on the management 
personnel in no very uncertain degree. If the men in these key posi- 
tions find it worth their while to co-operate, they can do much toward 
building up the units upon which the future of the movement depends. 
Lack of interest or ability in any one plant will be difficult to control 
from headquarters and will in all probability constitute a serious 
stumbling-block. From the financial side it would seem probable that 
the demand is likely to remain in a fairly stable condition, thus insur- 
ing a reasonable return on the investment, though there is little likeli- 
hood of any spectacular earnings. 

The appendixes contain considerable historical data collected in 
as complete form as the difficulty of securing any information on this 
subject will permit. The particular value of the whole study lies in 
its statement of the possible issues, rather than in its solution of any 
problems. 

Ursuta CHASE BATCHELDER 

University oF CHICAGO 


Investment Trust Organization and Management. By LELAND 
Rex Rosinson. New York: The Ronald Press Co., 1926. 
Pp. xiii+-448. $6.00. 

Although the investment trust has been an integral part of the 
British financial system for over three-quarters of a century, it is only 
within the last few years, really since the war, that similar institutions 
have developed in the United States. Consequently Dr. Robinson’s 
book upon this subject is very timely. 

The author first outlines the purpose and characteristics of the 
investment trust, and distinguishes between it and financing com- 
panies and trusts. This is followed by a short discussion of the legal 
position of American investment trusts. The types of securities issued 





BOOK REVIEWS AND NOTICES 151 


by investment trusts, and the methods of raising capital, are given 
considerable space. The chapters dealing with the management of the 
trusts’ investments and accounting problems are among the most im- 
portant in the book. The discussion here includes the various criteria 
of investment, as well as other factors, such as the trade cycle. An- 
other question which is discussed at some length is the return from 
investment trusts. Chapters are devoted to the recent developments 
in British investment trusts, the functioning of similar institutions on 
the continent, American financing companies, and the development 
of the American investment trust. The last chapter deals with the 
outlook for the investment trust in the United States, and may be 
briefly summarized. 

Because of the great increase in the number of small investors 
who have not the requisite facilities for adequately analyzing the 
securities offered to them, and the growth of capital accumulation in 
the United States, the author is inclined to believe that the investment 
trust has an important place in the American financial system and 
should develop rapidly in the future. Certainly it would seem that 
there is room for well-managed, conservative institutions of this sort. 

A number of appendixes contain illustrative material for the text, 
and the book is comprehensively indexed. There is, however, no bib- 
liography of any kind, which, for the student, is a decided shortcom- 
ing. In conclusion it may be said that Dr. Robinson’s book is an im- 
portant addition to the literature dealing with financial institutions 
and should prove of value to both the financier and the student. 

C, A. Curtis 


UNIVERSITY OF FLORIDA 


Laboratory Problems in Economic Statistics. By WILLIAM 
LEONARD Crum and ALson CurrIE Patton. New Haven: 
The Harty-Musch Press, Inc., 1925. Pp. 73. 

Professor Crum and Mr. Patton here present numerical data to 
be used as bases for laboratory exercises by students in economic sta- 
tistics. Quite a number of the tables included contain data made avail- 
able for the first time. No definite exercises are set for the student, 
these being left to the discretion of the instructor. 

The tables of the problem-book fall into four groups: (a) 12 
tables of data for graphic method and retabulation, (5) 4 tables of 
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data for the analysis of frequency distributions, (c) 64 tables of data 
for correlation, and (d) 2 tables of data for the calculation of index 
numbers and the analysis of time series. Of the 64 tables devoted to 
data for correlation, 62 are in the form of correlation tables and deal 
with loans and deposits in the United States and in certain of the 
states at various dates of call. With the data for index numbers a com- 
plete list of the weights to be applied to each commodity is supplied. 

The authors state that it is their intention to “bring the book to 
date from time to time by adding current items to existing series and 
by adding other significant series revealed by research.” 

Since the appearance of this book a four-page folder has been 
issued which not only serves as a notice of the appearance of the book 
but also contains two sets of suggested exercises and indicates in a 
tabular form the chapters wherein certain of the leading statistical 
textbooks discuss the subject matter of each of the exercises. 

FREDERICK E, CROxTON 

CoLuMBIA UNIVERSITY 


The Clearing and Collection of Checks. By WALTER E. SPAHR. 
New York: Bankers’ Publishing Co., 1926. Pp. xxiv-+-597. 


This book covers in a very minute way most of the questions in- 
volved in the clearing and collection of checks. It begins with a brief 
discussion of the origin of checks and their use in various countries. 
Several chapters are devoted to the clearing and collection of checks in 
the United States from Colonial days to 1914. The situation prior to 
the establishment of the Federal Reserve System is discussed and the 
Federal Reserve method of clearing and collecting checks is described 
in some detail. One chapter is devoted entirely to the par clearance 
controversy. The Gold Settlement Fund is discussed, as are also the 
various methods of computing bank reserves and the effect of clearings 
and collections upon the computation of reserves. An account is given 
of the clearing-house and the internal organization of a bank for clear- 
ing and collection of checks. Bank clearings as a business barometer 
are discussed in a separate chapter. The last chapter is a very long and 
detailed one giving a résumé of the present situation. The author ap- 
pears to have gone into the whole matter of the collection and clearing 
of checks very minutely and has collected a great amount of data. Fre- 
quent tables and charts aid the reader in digesting the material in the 
text. This volume should prove quite useful as a reference book on this 
particular phase of money and banking. 





